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PREFACE 


The proLSCnt study is an attempt at a survey and solution 
of the main pi'oblems of industrial finance in India. The 
principal agencies for the sufiply of industrial finance in the 
country have been iinalysed and the part played by each of these 
factors in the provision (»f itulustrial finance has l>ecn carefully 
examined. Among tlu^se factors managing agents have played 
so iiuix>rtaut a part and have aroused so mncli public interest 
that it has been necessary to examine, in some detail the various 
forms in which they have rendered this financial assistance to 
industry. With the passage of the State-Aid to Industi’ies 
Acts in the various provinces of India, the State is taking an 
increasing interest in the financing of Indian industries. 
The extent and form of the financial assistence furnished by 
the Slate to industry liave ln^en investigated and in this 
c{»nnection an aJialysis of the working of the State-Aid to 
Industri(!s Acts lias been attenijjted. A review' of the recent 
activities of the State elsewhere with regard to industrial 
financing has also been made, as forming a useful and interesting 
background for our Indian study. 

The question of the relationship of banks to industry has 
occupied the centi’e of the stage in recent discussions of the 
problem of industrial financing here as well as abroad ; and it 
lias, therefore, been w^orthwhile to consider in some detail the 
question of banking policy with regard to industrial financing 
in some representative countries. The question of establishing 
special institutions for solving the problem of long-term 
industrial finance which has been receiving considerable attention 
in recent years has been carefully investigated. A review of 
the structure, organisation and activities of these specialist 
institutions in various countries has been attempted. Finally, 
the lines on which a suitable machinery for solving the problem 
of long-term industrial finance in India may be evolved have 
been suggested. 

The background of the study has been gleaned entirely 
from original and authoritative sources. Published material on 
most of the subjects dealt with is limited, fragmentary and even 



XIV 


PREPACl? 


non-existent. Personal investigations have always been made 
and materials have been collected from various countries ot 
the Avorld. The writer has depended upon State documents 
and official rcjiorts, personal letters, qnestioiiiiaires and mter- 
vieus for most of the information ))resented here. 
iiidohlcd to fiovernmeots, rbambers of Commerce, hanking 
institutions, iiidiislrial cojiipanios and businessjucM in mall_^ 
countries for furnishing him with most valuable materials, 
replying to questionnaires and otherwise assisting him in his 
research enquiries. 


The entire information regarding the Industrial Bank 
of .lapan and the Tndiistriai ^Mortgage Ihiiiks of Kiiropo has 
been obtained from the resp(‘ctive countries in which the 
Tnstitutions function. The writer’s gratc'ful thanks are due to 
Mr. Cuistav Fogelholni, Managing Director of the Industrial 
Mortgage liank of Finland, for furnisliing liiin with its ,\rticles 
of Association, Business "Reports and Balance Sheets, as well 
as for rejdyiiig to two detailed questionnaires. He is under 
obligation to the Royal Hungarian Consul in India and the 
authorities of the National Hungarian Jndustrial Mortgage 
Institute; to Mr. E. Banasinki, Consul for Poland, and tlie 
authorities of the National Economic Bank of Poland: to the 
Consul for Germany in India and the authorities of the 
Provincial Mortgage Bank of Saxony: to His Britannic 
Majesty’s Consul in Tokyo, Mr. Hara, (’onsul for Japan in 
India, and the authorities of the Industrial Bank of Japan for 
furnishing him with all the official documents, Articles of 
Association, Business Rcfiorts, Statutes, etc., of the respective 
Institutions. The materials are not available in India and have 
been obtained directly from the different countries in which the 
Banks ofieratc. In some cases the literature was not available 
in the English language and translations had to be made. 
The writer is veiy- grateful to Dr. Benoy Kumar Sarkar of the 
Calcutta University for assisting him in translating all the 
documents relating to the Saxon Mortgage Bank from 
original German into English and to Mr. Hara for tran.slating 
some documents relating to the Japanese Industrial Bank from 
original Japanese into English. 


As reganls state-aid to industry abroad, the author wishes 
to acknowledge his obligation to the Hon. Minister of Industries 
and Finance and the Deputy Minister of Industries, Province of 
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Britinh Columbia; the Hon. Minister of Agriculture and bis 
Secretary, State of South Australia; and the Hon. Minister of 
Agriculture and the Director of Agriculture, Stale of Victoria, 
for their kind favour of furnishing him with various State 
documents, copies of Acts providing for state-aid to industry. 
Annual Reports of the Departments of Industry and Agriculture, 
etc., as well as for replying to his various <]ucrics. He is also 
grateful in this connection to the Secretar>’, Financial Section 
and Economic Intelligence Service, League of I'Jations, the 
(•onsul for Si)ain in India, and His Britannic Majesty’s Consul 
in Barcelona for soinc helpful suggestions. His thanks are 
further due to the High Commissioner for India for requesting 
the Agent-General for British Columbia and the Agent-General 
for Victoria in London to furnish the writer with the necessarv’ 
information relating to state-aid to industry in their respective 
countries. 

For infoimation relating to the working of the Managing 
Agency System in India the author is particularly indebted to 
the lion. Mr. Nalini Ranjan Barker, Mijiister of Finance, 
Government of Bengal; the Hon. Mr. B. D. Gladstone, 
President of the Bengal Chamber of (Commerce; and Mr. A. C. 
Daniel, Secn^tary of the Bengal Chamber of Commerce. The 
Hon. Mr. N. R. Barker’s assistance has been really invaluable. 
It woidd never have been possible for the writer to approach 
the Bengal Chamber of Commerce and tlu^ European firms of 
Managing Agents affiliated to it without his help. It is at his 
special request that Mr. A. C. Daniel, Secretary of the Chamlier, 
very kindly introduced the writer to the Heads of a number of 
European Managing Agency firms, requesting them to assist 
him in his research enquiries by furnishing him with infor¬ 
mation and documents regarding the origin, working and 
organisation of the Managing Agency System in Calcutta. 
Messrs. Gillanders Arbiithnot and Co., Messrs. Mcleod and Co., 
Messrs. Turner Morrison and Co., among other European 
firms, should be particularly mentioned for their kind ayd 
courteous assistance. Thanks are also due to Mr. Manu Subedar, 
author of the Minority Report of the Indian Central Banking 
Enquiry Committee, Mr. K. C. Mahindra of Messrs. Martin 
and Co., Mr. J. J. Kapadia, Secretary of the Bombay Share¬ 
holders’ Association and Mr. J. B. Bartlett Richards, American 
Trade Commissioner in India, for valuable information and 
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helpful suggestions. Thanks are also due to the Crovemment 
of Bengal for their favour of sp(vial permission gninted to the 
uriter to study the Articles of Association, Managing Agency 
Agreements, Balance Sheets, Siunuiai'ies of Capital and Lists of 
Shareholders of various industrial companies at the office of the 
Registrar, Joint-Stock Companies, Bengal. 

Thanks should also be expresst'd to Sir Charles Bruce 
Gardner, a Director of the Bankers’ Industrial Development 
Co., as well as of the Securities Management Trust (England), 
to the Managing Director of the Imperial Bank of India and to 
Messrs. Place, Siddons and Gough (Calcutta) for their kind 
courtesy ij) replying to the author’s queries. 

Finally the writer wishes (o acknowledge his grateful 
obligation to Dr. P. N. Banerjea, M.A., D.Sc. (Tjond.), Prof. 
J. P. Niyogi, M.A., Ph.D. (Loud.), Miiito Professor of 
Economies, University of Calcutta, Prof. II. L. Dey, M.A., 
D.Sc. (Lond.), Professor of Economics, University of Dacca, 
and Prof. J. C. Sinha, M.A., Ph.D., Senior Professor of 
Economics, Presidency College, Calcutta, for their kind 
encouragement and many helpful suggestions. 

The present work is based upon a thesis approved for the 
Degree of Doctor of Philosophy of the T^niversity of Calcutta in 
January, 19*37. The Board of Examiners con.sisted of Rir Cecil 
Kisfjh, C. B., Prof. T. E. Gregory and Mr. P. B. Whale. In 
preparing it, the necessary malerials had to be obtained from 
Europe, Australia. Canada and .Tapan. For various reasons its 
publication has lieen unavoidably delayed. It has been revised 
and brought up-to-date as (ar as possible under the present 
international situation. 


University of Gnlnitlfi, 
November, lOSC. 


SARO.TKrM.-Vlt BaSTJ 



PEEFACE TO THE SECOND EDITION 


At the outset 1 must express my profound feeling of 
apology for the extraordinary delay in publisliing a second 
edition of the t)ook. The first edition was published in 
December, 1939 immediately after the outbreak of World 
War II. Aitliougli the edition had run out within a very short 
period, it was nut fK)Ssiblc to bring out a new edition during all 
the long years of the War owing to the abnormal situation. 
Part of the text for the second edition was sent to the press 
as far back as 1945 but the book could nut be brought out till 
now due to circumstances over w’hiclj the writer had no control. 
This does not mean, however, that the present edition has taken 
no aoe-ount of the more recent developments in industrial 
financing. It is as far up-to-date as a hook of this typo can be. 
A considerable amount of additional material has been incor¬ 
porated and the war-time and post-war developments in the 
financing of industry in India and abroad have been carefully 
examined. The problems of industrial credit in war-time have 
been analysed against the background of the mechanism that 
was evolved in several Ix'lligerent countries for financing their 
war industries and some of the major gaps that existed in the 
financial mechanism in India have been indicated in this 
connection. The machineries that have been established in 
several countries for the financing of post-war industry have 
also been closely studied. In this edition will be found a 
comparative review of the structure, organisation and financial 
methods of the British F. C. I. and I. C. F. C., the Canadian 
Industrial Development Bank and the Industrial Finance 
Department of the Commonwealth Bank of Australia. Against 
the backgroimd of these institutions working abroad, the 
Indnstrial Finance Corporation of India which has recently been 
established has been critically studied. Lessons have been 
drawn from the experience of the foreign institutions and 
suggestions have been offered as to the methods of finance the 
Indian Corporation should adopt, the procedure it should follow 
in dealing with applications for assistance and the departments 
it should establish for its successful financing. 

C—1780 6. 
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PREFACE TO THE THIRD EDITION 


My grateful thanks are due to Sir C. D. Deshmukh, 
Governor of the Beserve Bank of India, and the authorities 
of the British F. C. I. and I. C. F. C., the Industrial 
Finance Corporation of India, the Canadian Industrial Develop¬ 
ment Bank and the Industrial Finance Department of 
Comiuonwealth Bank of Xustraha tor tlioir (courteous assistance. 
1 Tvmst also thank Messrs. Book Exchange, Cnknitta, lor their 
kind pertnission to nse in tiiis edition sonic of tiu* material Irom 
niy two otlier books “ Industrial Credit in War and Post-War 
Economy ” and “ Financing of Post-War Industry '* published 
by them. 

Unirersifii oj Culculla, Saiumki'MAK Rasi' 

15th A ugmi, 1049. 


PKBFACE TO THE THIBI) EDITTOX 

In this edition the b(X)k has bixm thoroughly revised and 
brought up-to-date. It includes a critical jcview of the working 
of the Industrial Finance Corporation of India during the four 
years of its existence 1948-1952 and an entirely new chapter on 
" State Financial Corjxjrations.*’ My thanks are due to my 
pupil, Sri Mihirharan Sinlia, M.A. for preparing the index of 
this Edition. 

University of Gdenttn, Sarojkdmar Baru 

May, 1958. 



CHAPTER 1 

Intjroductoki 


A great deal of interest lias been focussed on the question of 
industrial linanee in recent years. The problem came to receive 
earnest attention for the first time immediately after the cessation 
of hostilities in 19J8. The four years of the Cxrcat War, the 
most exhausting that history had hitlua'to known, shattered th(^ 
economic order of Europe as no war had done before. An enor¬ 
mous economic wreckage had piled up during the War; factories, 
jilaiii and eipiijimeiit. Whole industries, that had taken years and 
years of effort t(» Ixiild up, hud most wantonly been destroyed. 
Eaetories hud to Ist rebuilt, plant and machinery Jiad to be re- 
placi'd, old industries had to be rehabilitated and new ones had to 
Ih' started. While a considerable amount of tinanco was required 
tor this enormous task of reconstruction, most countries were 
faced with a shortage of industrial capital. The problem ot 
providing adequate liiiancial facilities for their industries assumed 
an iimxiriance it bad done never hefon'. 

'^Jiirsidcs industrial ivcoustruction, the question of increased 
post-war comptallitui iii.the niarkets of the world was a further 
liiPtimo Ih< considered. Jt was apparent that immediately after 
Ihe'Wnr' was over, the Iwlligerent countries would lie making 
streiiuons efforts to regain their lost trade and' increase it, if 
jossihle. The development of expoit industries was, therefore, 
urgi^ntly ealled for to achieve the purpose. It was {.lereeived even 
in England that she would have to take ixirticulnrly quick steps 
to develop and reorganise her exiort industries, if she were to 
maintain her position in the overseas markets and to wrest from 
her rivals, if possible, some of their grow'ing trade in thesi' direc¬ 
tions. Complaints regarding the inadequacy of iinaucial facili¬ 
ties for industries w'crc hitherto unheard of in England. There 
w'as no reason yet to doubt th§ efficacy of the existing machinery 
for furnishing industrial credit in Great Britain. But the need 
of developing the export industries liecame so pressing that the 
question of financial facilities for industry came to be widely 
discussed there and even eng^ed the attention of the Govern¬ 
ment of the day. An important committee was appointed by 
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the Board of Trade in 191C “ to couMider the best means ol' 
meeting the needs of British firms after the War, as regards 
financial facilities for trade, particularly with reference to iIk* 
financing of large overseas contracts." 

In India also, the question of industrial finance began to re¬ 
ceive prominent attention about that time. There had been 
growing, for some time past, a widespread feeling that the 
development of Indian industries was hopelessly inadequate. India 
had an enormous wealth and variety of raw materials but instead 
of utilising them in her own industries, she was merely export¬ 
ing them to em-ich the economic development of other countries. 
There was probably no other country where tlie resourcses were so 
iipmeiise, the possibilities so great and the achievements so 
meagre. India had a great industrial future and it was highly 
desirable that steps should immediately be taken to ensure a rapid 
industrialisation of the ccjuutry. One of the first requisites of 
industrial development, it was jM)inted out, was an ad(>quate supply 
of financial facdiities and the financial needs of Indian industry 
mu.st be fully satisficed in order to achieve the desired goal of 
industrial progres'^. 

It was also felt that the capital needs of Indian industry 
would grow to a considerable extent as soon as the War was 
over. The tonic of the War fnust foster a large number of new 
industries. Old industries would require to be reconditioned and 
overhauled. Extensions would also be urgently called for in 
many instances so as to obtain the economies of large-scale pro¬ 
duction. Industrial finance was required on a larger scale than 
ever Iwfore. An Industrial Commission which w'as appointed 
about this time gave great prominence, in their Report published 
in 1918, to this question of financial facilities for Indian indus¬ 
tries and stressed for the first time the desirability of establishing 
KfMxualist institutions for financing them. 

In later years, in the thick of the world-wide economic 
storm, when industrial stagnation became acute and unemploy¬ 
ment figures were mounting rapidly, the same question of indus¬ 
trial finance w’as resuscitated once more both in England and in 
India. Ideas wen; gaining ground that lack of adequate finau'; 
cial facilities had considerably intensified the prevailing industrial 
depression, and a regular and systematic supply of such facilities 
was urgently required to bring about a quick industrial recovery. 
Re-organisation, reconditioning, modernisation of plant and 
machinery—in some cases very badly needed—could never be 
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effected without this finaiwiial assistaTicc. The banking system 
in this connection came in for some very sharp criticisms in 
England as well as in India. There apyieared to be an under¬ 
current of feeling that the banks were not doing their best to 
help the industries and the relations of banks to industry annised 
the keenest of discnissions in both the countries. 

The controversy over this thorny question assumed such pro- 
IHirtions in England that it was made, among other things, the 
subject-matter, of investigation by an iirqiortant Committee 
under the Cliairnifinsliip of lord Macmillan in 1029. In the same 
year the rroveniment of India appointed a Hanking Enouiry 
Coininittee as a concession to a great yiopular demand. Eot only 
was the examination of the entire banking system of the 
I'onntrv included in its purview but one. of its main objects was 
stated to be an ennnirv into the existing position of industrial 
finance in India and also the part played by the Indian banks in 
its provision. 

During the Second World War and specially in the 
years immediately following its termination, the problem 
of industrial finance assumed not only a peculiar importance 
but an altogether new aspect. Countries engaged in such 
a total Avar fought on so gigantic a scale Avere confronted, 
on its outbreak. Avith difficult problems relating to the conversion 
of their industri{>s from a peace-time to a war-time basis. The 
sAvitch-over often cal’ed for far-reaching adjustments of plant 
and ennif)incnt \vhos(' post-Avar value AAOuld be dubious. The 
financin!^ of this rapid aud cxtensiA’o transition of industry from 
peaeo to w'ar-time requirements raised a variety of peculiar 
issues and constituted one of the chief problems of internal 
Avar finaneo. There Avas not onlv the question of financing the 
Avar-time plant extension and conversion bnt also the tremendous 
end-of-war problem of financing the re-transfer of industry from 
a Avar-time to a normal jicaee-time footing. With this re-trans¬ 
fer problem was also involved the question of re-equipment of in¬ 
dustries. relating not simplv to the effecting of heavy war 
arrears in plant repairs and renlacements hut also to the exten¬ 
sion, modernisation and rationalisation of who^e industries. The 
provision of finance for a countrv’s industries in the present times 
has acquired an interest and imnortanee from vet another stand- 
jioint—^that of their nip’ek rehabilitation and development in the 
national interest with a view to assisting in the maintenance 
and increase of employment. The planning of industrial deve- 
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lopment and reii»l>i]itati(in in «>f iirgent iinjwrtanne A>r India 
to-day. I’he war has deinoiistrakMl siiflicicntly cloarly that then*, 
is no |X)litical fiitiin? for (‘onntries whit-li liavc no highly deve¬ 
loped industries. Besides, a balaneed econojny conld never la? 
achieved in tin* easi* uf oiir eoiinln’ without an intensivt* 
development of her industries. An adetpiate supply of tinanee 
w«)n!d l)e necessary for this nianned devdTopinent of our indus¬ 
tries. Tn the eireuinstanees the attention of economists and 
ndministrator.s in India, as <*lseAvliere. has inevitably turned to¬ 
wards a study of the methods by nhieh this finance could be 
provided. 

Broadly speaking, organised industry rcfiuires two kinds of 
finance, fixed or block capital and floatiiiL^ ca])ilal or short term 
accommodation for its day-to-day n<*eds. The fonner include ', 
not only the long and largo loans which are rerpiired for the in¬ 
ception of a new industry, for purchasing land, erecting factory 
buildings and installing plant and maebinery. l)ut also the more 
or less )X*rmanent funds which an »>ld estabMshed concern needs 
to extend and nwganise itself, tn remove old plant much of 
which may have become obsolete and l•efit with the b(*st ap))H- 
ances and lastly tn take ])rompt advantagr* of ncAv ])rocesscs and 
distweries. The initial capita’ is generally raised by means of 
subscriptions from the inv(*sting public, while the capital for re¬ 
placement or extension is usuallv raised bv means of dei)enture 
issues, bearing a fixed rate of interest. The floating or working 
capital is required for the purchase of ra\A- niateria’s and stores, 
for exfienses incidental to the marketing of products, for financ¬ 
ing outstandings in res])ect (»f goods supplied and for providing 
the necessary funds for paving wages and meeting the day-to-day 
requirt'ments. These credits are of a temporary or seasonal 
character, either self-lionidating or to be renaid ultimately out 
of the issue of more permanent capital. To furnish th(*se short- 
dated credits which arc endless in the varietv of their conditions 
is the principal function of banks.’ A certain portion, hbw- 
ever, of the working capital pf an industry, although used' for cur¬ 
rent expenses, is reallv of the nature of permanent capital. The. 
stock of raw materials, manufactured and semi-manufactured 
commodities never falls below a certain minimun and the capita’ 
required for holding them is of the nature of permanent capital. 


* TterKn't o' ihr on Finani^ and Tr>diiRtry, 1931, find. 8897, p. 109. 
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Only that amount of working capital over and above this inijii- 
inum can be characterised as short-term finance. According to 
strict theory, therefore, a iKirtion of the normal working capital 
must have to l)e proviiknl out of the subscribed share capital and 
the indnstrial company must 1 m* working for some time before it 
is ready for financial accomnu«lation from banks.’ In the course 
of its d(*velopm(mt tlu; company can cnuite. reserves, a portion of 
whicb may Im* invc'sled outside the Imsiness and anotber may be 
nscfnlly and reimineralively employed Avitbin the Imsiness. To 
the former ealegorv lielong funds s(*t aside for capital redemp¬ 
tion, amortisation funds, ele.; to the latter belong the normal un¬ 
divided profits Avhieh may he an import.ant source of working 
capital. The nature fd an industry has a great deal to db willi 
the relative prf>por1ion between block and working capital re- 
ijuiri'd. The more roundabont and eomfilex the ])roeesses of 
production grow, the greater must be the prf)|M»rtion fd fixed h) 
Avorking capital. Tn such industries as bydr«»-eleetrie. iron and 
steel and even in jntc* and cotton, block capitfil is A’crv large in 
relation to Avorking ea])it.‘|l. On the other band, in the ease of 
the small and cottage indnsiries Avhere production is carrted on 
under the sirnpk'st conditions and with most inexpensive t»M>ls 
and implements, the reverse is the ease. Tn betAveen the above 
tAA'o kinds of credits, long and short term, industries frepnently 
require credits for intermedinte periods, i.r., for periods vim-ing 
from one or two np to Tiat y(*ars. As the Macmillan rnmmittee 
have pointed out in their n'porl, such intermediate credits fall 
mainly into three tyjAPs, riz. : (i) hire purchase or instalment sales, 
(ii) advances against deferred'T>f<yment and dii) long-term credits.® 
Tn any eomprehen.siAT plan for nroA’iding indnstrial finance 
for a eonntrv, attention must no doubt be difeeted toAvards the 
provision of all th<* aboAv three kinds of financin’ facilitie.®— 
short, medium and long-term. TTut priman’ attcption must be 
paid to the third form. The a’ptt life-blood of indnstrial growth 
lies in the systematic and orderly snpplv of this long-term fin¬ 
ance. The question of long-torm industrial finance has assumed, 
for a variety of reasons, particular importance in India. Tt ran 
like a thread throughout the mass of evidence tendered before the 
Industrial Commission of and hefortr the last Central and 

* Diseussiov/t with Foreign Eirperls, Indian Central Bankin^r Enqiiiry 
CmnmiHeA. Vnl. TV. n. 146. 

* Beport. of the Committee mi Finance and Indiiatry, r.iiid. 3897, pp. 169-70. 
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rrovinciiil Baiikinfj Eiujiiin' (kuninittccs. In tliose days of in¬ 
dustrial plauninfi and fidl onifdoyiiinit policies, it has received an 
added ini|K>rtanc('. It has heeu frankly recognised that any jiro- 
grairnne for tlie intensive industrial development of India must 
in<‘liide within its purview i well-ordered scheme for ])roviding 
Inng-lerin financial assislimee to her industries. While the (pies- 
tion (tf the provision of h»ng-(eriu industria'I tinaiiee should 
engage our loreniost attention, that of the supply of working capi¬ 
tal to indiistrv cannot also l e neglected. The inadequacy of 
working capital for industry and tlie high cost of such as is 
available are an ini|)(»rtant element in the problem of industrial 
finance in Tndia. In any study of industrial finance in India, a 
consideration of this as|)ect of the problcFU is al.so called for. 

;\t file present moment Avlien we are sei’king to discover the 
most effieient methods of financing industries in Tndia, a study 
of how the prohlern of industrial finance has Iwen sought to lie 
solved elsewhere may prove to Iw not only of ahsorhing interest hut 
also of groat value. Different countries have attempted to solve the 
problem in different ways and in tins eonneetion a survey may 
very usefully he umTertakeii of stmie of tlie tvfiieal methods 
ado]>ted in financing industries. It wi'l he ncei'ssarv to analyse' 
the princi])al agencies for industrial finance and to examine the 
part played by each of them in its pnwision. The question of 
special machineries for furnishing financial assistance' to indus¬ 
tries should he can'fiilly investigated and th*' lines on which 
sueli a maehinerv, if necessary, may lie evolved for India sliould 
also be suggested. .\ n’ferenee mav he made in this connection 
to the liighly inh’resiing prohhuu of financing the conversion of 
industry' from a yieace-time to a war-time basis as w('1l as its 
reconversion the other way round. This will involve a stndv’ of 
the techniques of Avar-tinie financing of industries which Avere 
dcvelo]x^d in a imniber of helligi'rent countries during World War 
IT. It will also be necessjiiT to indicate in broad outline the gene¬ 
ral fraracAA’ork of the maehin('r>' that will he suitable for financing 
post-war industrial reconstruction. It is in this background that 
a study may profitahlv he made of industrial finance in India. 
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Eanks jn Rklation to Inoustbial. EInanltnc.— 
Cf]j:RMAN Eanks and Inuustbi’ 


In any study ot' industrial iinancu, a great deal of attention 
must be paid to the r(!lationsljip of banks to industry. Nothing 
has aroused so niueli iiUeri'sl. and nothing has been made llu' 
suhjiM}!-matter of so inueli (controversy as this (|uestion of the re¬ 
lations of hanks and indii.strv. What should he tiu* hanking 
|K>licy in relation to industrial linaneing? Slioiild the hanks 
furnisli {Kjrmanent e.a])ital to industry or shou'd they coniine 
tijemselves to the provision of current Jinaiuce only? Are the 
banking facilities in eithoj- of these senses adequate foi- indus¬ 
try? The.si! are some i)| the <|uestions which have been widely 
discnissod in recimt years. 

Eunking policy with regard to industrial tiiianeing has not 
been uniform in every country. Bioadly s|x:aking, the attitude 
of banks has been eitlior one of (dostc collaboration with or of 


strict aloofness from industry. I’hc former attitude of which 
Germany offers the best example is typical of all (k*ntiticnlal hank¬ 
ing, and is to lx‘. found chiefly in Italy, Austria, Hungary, 
Belgium and tlie Netherlands. The latter is characteristic of the 
English system of deposit banking. A discussion of the relations 
between banks and iiulustrj' must necossarily call for a treatment, 
of the important part playe.d by tlie (ierm an..hanks in the financ¬ 
ing of German indnstries. It hiis oc*.cupicd the centre of the stag*; 
in ali recent discussions of hanking policy with regard to indus¬ 
trial financing. Repeated references were made to it by a largo 
number of witnesses before the Committee on Finance and In¬ 
dustry in England as well as the Central Banking Enquiry Com¬ 
mittee in India. In many quarters, however, there exists even 
to this day a great deal of misconception, at any rate in the popu¬ 
lar mind, as regards the extent and form of the industrial finahcc 
provided by “the banks in Germany. There is, for instance, a 
kind of impression that the indii^nHligt; in GprHi.my got from the 
b apk a jFni^ fiv^ cajntal purposes that he would not 


from an English ban%r. Thero is a .widespread idea that the 
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German banker took a peculiar delight in granting long-term 
credits. But Dr. Goldschmidt in the course ol his evidence 
before the Macmillan Committee clearly stated that it was, 
generally apeaking, not the case. The German banker believes 
as much as any other banker that, generally speaking, it is not 
the business of a bank to grant long-term credits. He has a 
great antipathy, in couinion with bankers all over the world, 
against advances lor fixed capital purjK)ses and always looks i;riti- 
cally at any credit which is not a floating cr(‘dit lor working 
ca]>ital j,>uiiK)8es.‘ “ He only gives it in exceptional castes and 
after he has fully investigated the condition of the individual 
(companies and has satisfied himself as to what purpost's the 
credit will serve iuid what arc the iKJssibililies of atnoilisation. " 
In many instances when the bankers have found it impossible to 
avoid the granting of such credits, they hav(! had to helj) industry 
over diihcult periods by taking up tlumsclves shares and bonds as 
during the crisis of the indation and stahilisulion periods. But 
lasting participation has not generally been tludr |K)licy with 
regard to industrial entcrprisi^s, at least in l.he modern tiines,* 
I'hey may have lieen forced to this ]:K)sition when an issue has 
proved to he unsuccessful or when they have l>ad to buy back 
their own issues to maintain their price, '.rhus, during the 
years after World War 1, the banks were often severely haudi- 
capf)ed in their issue and placing liusine.ss, so that they were 
unable to place more than a limited |.)ui'tion of their holdings and 
could reduce; their security’ portfolios only t(>in})ora.rily. 

Ideas are also wddely current that (rernian banks frexjuently 
start new industries and act as managers of industrial aincerns 
as well, (renerally sijeaking, the starling of new industries is 
not their function. When private enterprises are converted info 
jointstock companies, and if such conversion is warranted by 
the size, past records and prospects of the busini'ss, the banks 
sometimes take a limited share interest in the new eornimnies. 
Blit any impression that the banks start with selling sfiares of 
the jointstock company, buying factory sites, bricks and steel and 
thus establish an (mterprise, is wholly wreng.* The banker never 
claims to be an industrialist in Germany. It is not his practice. 


' Minutes of ErideneCf Conimittcc on Finance and Industry, Vol. IT, p. 155. 

* P. B, Whale, Jointsiork Hanking in Grrmany, p. 46, 

3 DisouKsions mih foreign Emperts, Indian Central Banking finqiiiry 
Committee, Vol. IV, p. 17S. 
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oidiaarily spe&kiiig, to act as a responsible leader or manager of 
industrial concerns. It is only when the structure of 

industrial companies shows so many cracks that they have be¬ 
come particularly weak or iusecure that the hanker in Germany 
steps in and assumes responsibility for management.' But it is 
involuntary and never sought for. 

At the same time, however, it must be observed that just as 
it is wrong to think that the German banks are always ready to 
furnish long-term finance to industry or participate in the pro¬ 
motion of industrial companies, it will be equally wrong to believe 
that they have never done it. In his anxiety to dispel some of 
the prevalent illusions regarding the industrial activities of the 
German banks Dr. Jeidels caused considerable misapprehension 
in tlie minds of I'he mtimbers of the Indian Central Banking 
Enquiry Committee." An impression seems to have been conveyed 
by his observations that the German banks had at no stage of 
their development furnished long-term finance or taken an active 
part in promoting industrial companies by taking up their shares. 
That impression is not correct. The truth is that the German 
banks evolved themselves into a {tosition in recent years, which was 
wholly different from that in the earlier stages of their develop¬ 
ment. Dr. Jeidels appears to have overstressed the recent trends 
only and ignored the activities of the German banks in the earlier 
stages of their development. . He was undoubtedly speaking of 
the position of German bunking in his time, whereas his Indian 
colleagues in the Committee probably had at the back of their minds 
the activities of the banks in the earlier years. The evolution in 
the Gorman banks has been going on through a Jong process of 
years and is probably still not complete. Four different stages are 
noticeable in this evolution before World War II; their functions 
underwent remarkable changes as they passed from one phase of 
development to another. In order to understand the relationidiip 
of the German banks to industry in its true perspective, it will 
be necessary for us to go back to the beginnings of these institu¬ 
tions and to trace the alteration in their policy with regard to 
industrial financing through the successive phases of their 
evolution. 


1 MinuUi of Svidenoe^ Committee on Finance and Industry, Vol. II, p.. 140. 
s Diacfusiofu with Foreign Fwperts, Indian Central Banking Enquiry 
Oommittee, Vol. IV, pp. 171-79. 

a-17e0B 
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1848-WO :— t 

In the first stage of their development the German banks 
were pre-eminently banks for loans to industry; and as such 
played an important role in the financing of German industries. 
They were formed with a distinct industrial bias. Take for 
instance, the Schaafhauscn’scher Bank verein of Cologne, the 
first German j'ointstock bank, established in 1848. Although the 
statute precluded it from indulging in any kind of speculative 
activity outside the sphere of proper banking business, the insti¬ 
tution from the very start invested in shares of various companies, 
mortgages and industrial enterprises. Within a few years of its 
establishment, it financed several mining and metallurgical un¬ 
dertakings in the Bhineland and Westphalia. The Bank fur 
Handel und Industrie was established in 1853 with the distinct 
object of taking an interest in industiy. It was modelled on the 
“ credit mobilier ” of France and one of its co-founders, 
Abraham Oppenheim, was the founder of the Ci^dit Mobilier. 
This bank was expressly empowered by its statute “ to partici¬ 
pate iu the promotion of new companies, the amalgamation 
and consolidation of different comp(inies, and the transformation 
of industrial undertakings into jointstock form, and also to issue 
and take over for its account the shares and debentures of such 
newly created companies.” ' It contemplated from the very start 
promoting solid and large-scale undertakings through the invest¬ 
ment of its own and outside funds. In the first year of its exist¬ 
ence it was responsible for the development of German and 
foreign railways. It took over shares of the Austrian State Rail¬ 
way, purchased the entire Bninswick railway system and held 
preference shares in the Cologne Minden Railway. It also in¬ 
fluenced the growth of many engineering and textile industries in 
the South of Germany and took part in the flotation of many 
German and Austrian loans. A number of other banks was 
established about this time following the model of the Baink fur 
Handel und Industrie more or less closely. Of these the more 
important were the Disconto Gesselschaft, the Berliner Handels 
Gesselschaft and the Mitteldeutsche Creditbank. The Disconto 
was established in 1851 with a capital of million marks and 
was changed into a limited liability company in 1866. Like the 
Bank for Industry and Trade at Darmstadt, it participated in 


^ Art. HI K of Statute of the Bank fur Handel und Industrie. 
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numeroQB railway transactions. It became connected with the 
Silesian Railway Company, the Alsenez Railway, the Rhine Nahe 
• Railway, etc. ■ Besides railways, it was also engaged in the 
development of salt pits, mines and iron works as well as 
secondary banks and insurance companies.* It had even in 
recent years several industrial interests among which the well- 
known United Sleel Works and the Hamburg American Line 
might be mentioned. 

It is interesting to note that the Cerman banks in this period 
carried on their business with their own capital resources and 
were not dependent upon deposits from the public. The balance 
sheets of 14 jointstock banks in 18.57 showed a total of 290 million 
marks of which not less than 205 millions were represented by the 
money of the shareholders and only 57 millions by deposits and 
acceptances.* The ordinary banking business of receiving de¬ 
posits and making short-term loans from these deposits was con¬ 
sidered by them merely as a side-line. Their main business 
consisted in investing the shareholders’ money in industrial and 
commercial enterprises, the object being to reap as large a profit 
as possib’e for the sbarehold'ers. A considerable portion of their 
resources was invested in industrial securities. The banks in 
that period, therefore, “ partook more of the charaeter of 
investment trust companies than of banks properly so called.”* 


1870-W1S 

The banka assumed a new character when they began the 
systematic fostering of deposit business from the early nineties. 
The lead was taken by the Deutsche Bank; and the other banks 
soon followed it in attracting deposits by offering more liberal 
terms and by making them in favour of the traders and manufac¬ 
turers. The following figures strikingly bring out the enormous 
growth of bank deposits. The deposits (including current account 
balances) of all banks rose from 1932.18 million marks in 
1889 to 9641.59 millions in 1913, of which 5148.63 millions were 
held by 9 Berlin banks.* Tbe fdllo^ng figures given by Dr. 

' Haiiser, Germany's Commercial Grip on the World. 

* Banki and Industry in Germany, as article by S. G. FeodoBnief in the Bankm' 
Magaome, Jane, 1080. 

» Ibid. 

* P. B. 'Whale, Jointitoek Banking in Germanyt p. S80. 
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Biesi)er also illustrate the growth of deposits in the case of the 
four ‘D’.banks between 1870 and 1008’ :— 


Bank Year. Depoaita 

(in million marka). 

1. Deiitache 1871 8 

19Cm 4SR 

2. Draadner 1875 2.8 

1008 224.5 

3. Diaconto 1871 14.8 

1908 218.r) 

4. Dannatadter 1870 16'.1 

1908 108.8 


The resources of the hanks, which in the earlier stage had 
been confined to their own capital and reserves, came now to 
consist of other people’s money in the form of more or less short¬ 
term deposits. The rapid economic development of Germany 
during this j)eriod necessitated the provision of finance for the 
growing requirement of trade and manufacturing concerns. With 
the increase in the deposits, the banks became able to extend 
more credits to them. Thus a considerable part of the constant¬ 
ly growing volume of deposits, came to he uw^d by them for assist¬ 
ing the development of industries in which they were interested 
as promoters, shareholders and debenture-holders. The banks 
which had originally resembled investment trust companies and 
considered pure hanking business as a mere side-line gradnally 
evolved themselves into deposit hanks. But they did not abandon 
their old preference for investment hanking : their original charac¬ 
ter of the investment tnist companies was retained. They com¬ 
bined the investment trust business of the former perifid wdth the 
deposit business of this period: their business became mixed and 
varied. From this period they acquired' their distinctive features 
and came to be known as " mixed banks.” Tn addition to the 
business of an English jointstock bank, it now included the 
functions which are regarded in England as belonging properly to 
company promoters, issue houses, underwriters, discount houses 
and even stockbrokers. 

191S-19S0—War and Post-War Years :— 

The evolution of the German banks did not, however, stop at 
that stage. They continued developing along new lines in subse¬ 
quent years. Ever since the First Great War, a slow but steady 

> Biesser, The Great German Banka and Their Ceneentratkn, pp. 905-06. 
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revolution had been taking place in their bumneRS. During the 
War and the years immediately following it, lending to public 
authorities became the main businesR of the banks. They con¬ 
centrated on financing Government by floating its loans. The 
Government in many cases took upon itself the task of flnancing 
industry. The opportunities for dealing in or for creation of 
securities were also limited by war-time regulations. All theso 
circumstances altered to a considerable extent the status of tin? 
German banks; they became during this pc'riod purely dejwsit 
banks. The following figures giving the average percentage of 
securities to total assets in the case of eight Berlin banks during 
1914-18 strikingly illustrate the marked decline that took p'ar*(* 
in their security holdings ’ : — 

lUl.a ini 4 mi.'i 1016 im? loifi 

Eipht, Berlin Banks ... LS.O IB.O ll.fi 0.1 6.6 6.2 

This decline in the percentage of securities to total assets was not 
only well-maintained in the post-war years but w'as even accen¬ 
tuated in the years of the inflation. The banks grew' more and 
more cautious. They became reluctant to tie up their binds for 
long periods and concentrated far more on regular banking busi¬ 
ness than formerly. There was no doubt a revival of the typical 
industrial activities of the German banks during the years 192f» 
and 1927 but barring this, their tendency to “ switch ” over to 
deposit banking, and that in the English sense of the expression, 
was unmistakable. This post-w'ar trend in German jointstock 
hanking is Jiraply illustrated by the following figures showing a 
marked decline in the relative financial importance of their in¬ 
vestment hanking business. As compared with the figures for 
191t3, the decrease in the relative size of long-term investments as 
shown by the proportion of own securities and syndicate participa¬ 
tions to total assets is strikingly significant *:— 

Securities as Percentage of Total Assets 



1918 

1919 

1920 

1921 

1922 

Average for 8 Berlin 

Banks 

18.0 

2.6 

2.8 

1.7 

0.28 


1924 

1925 

1926 

1927 

192fi 

Average for 7 Berlin 

Banks 

6.7 

.<5.0 

4.8 

4.2 

.8,9 


> P. B. Whalo. JoinUttdck Banking in Germany, p. 902. 

• TTi« tables an baseH upon data given by P. B. Whale, op. at., pp. 168, 902. 923 
and 276. 
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Even before World War I, it will be a mistake to suppose that 
investments occupied quite a large portion of their business. Even 
in the pre-war years the holdings of securities, syndicate invest¬ 
ments and participations in other banks were never very large. The 
average percentage of securities (including syndicate and bank 
participation) to the total assets in the case of nine Berlin Banks 
from 1907 to 1913 as shown in the following table clearly 
illustrates the position ';— 

TOOT! 7m 1900 TOJO 101.1 1012 191B 

Averai'n for 9 Berlin 

Banks ... 10.3 11.0 0.9 12.4 12.0 18.1 18.2 

In the years after World War I the projKjrtions of long-term invest¬ 
ments fell still lower. The importanee of this part of their 
business was gradually receding into the background; and the 
banks wem steadily turning into deposit banks in the English and 
American sense of the expression. 

But more must not be inferred from this statement than is 
intended hcie. It has already been noted that the banks were 
not indifferent and inactive when opportunities came, 
as, for example, in .1926 and 1927. Indeed the recovery of Ger¬ 
man industry from the depression of 1925-1926 would have been 
difficult witlwnjt tiie co-operation of banks with industiy. Besides, 
it may be that the low profwrtion of shares and syndicates was 
duo to the fact that thesis were being quickly passed over to the 
investing public. But it has to be acknowledged that the post¬ 
war German banks were tending to develop very much along the 
lines of the pre-war English deposit banks. This is evident not 
only from the comparative decline in the securities business noted 
above but also in the rapid increase in deposits and fall in capital 
and reserves. The following figures indicate a significant decline 
in the proportion of capital and reserves to liabilities, while the 
percentage of deposits and current account balances was 
comparatively rising.*:— 

Capital and Beserves as Peroentage 
of Total Liabilities. 

1918 1027 1928 

Average for 8 Berlin Banks ... 19.0 8.8* 7.0* 

> Based uptm data given by P. B. Whale, op. est. 

- F. B. Whale, JoinUtoek Banking m Oermang, p. 976, 

* Figures for 7 Banks. * 
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Deposita and Current Account Balances 
as Percentage of Total Liabilities. 

1913 1927 1928 

Average for 8 Berlin Banks ... 62.1 85.1 86.1* 

The figures available for the principal German banks tell the 
same story of a remarkable decline in the proportion of capital 
and reserves to liabilities. The latter are seen to liave risen by 
40%, while the former are little more than oiie-third of the prtv 
war figures ‘;— 

[ii Millions of JiiVi. 



loi:; 

19!2r) 

192(i 

1927 

nm 

(,'upilul and liuscrvt^s 

... 2,3;58 


Hit) 



Acropiaiines 

... l.HftO 

259 



irii) 

: 1 . H • 

Crculitors (deposits) 

... 6,759 


(i.52H 

8,128 

io,;w9 


The figures given above illustrate the rec(‘nt tendency for 
German banks to depart more and more from the i)re-war practice 
of combining the functions of commercial hanking with those of 
investment banking in all its aspects. The continued inci'easi* 
in deposits was not certainly accidental. ^I’lie German hanks were 
working with funds deposited with them to a far greater extent 
than had ever before been the; case and had to exercise more and 
more caution. They reduced their totals of securities and joint 
syndicate holdings and were conforming more closely to the 
recognised canons of commercial hanking as adopted in England. 

1931-1939 — Post-Depression Years ;— 

The separation of commercial from investment banking 
functions is one of the most striking features of German banking 
legislation in the post-depression period. When in the 
crisis of 1931 there was a complete breakdown of the German 
banking system, feelings of humiliation and resentment surged 
throughout the country. The illiquidity of the majority of the 
banks and the widespread prevalence of abuses called for an 
immediate and thorough reorganisation of the whole banking 

* Figures for 7 Banks. 

^ The Times Trade and Engineering Supplement, Banking Section, S8th June, 
108D. Also The Economist (Banking Sujpplement), ISth May, 19S8. 
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system. There was a Commission of Investigation which was 
followed by the enactment of a new law—the German Credit 
Act of December 5, 1934. The Act aimed at advocating sound 
views of banking and was intended mainly to prevent a repetition 
of the abuses which contributed to tJie collapse of 1931. But it 
went much further and subjected the biinks to the complete 
control of the Government so that the}' could become merely 
another instrument foi promoting the general economic policies 
of the National Socialist State.' 'J'he featuies of this legislation 
which are of particular interest to us relate to the demand that 
was made uixm the banks to iiiaintain a fairly high fmu(;h 
higher than what prevailed immediately before) standard of 
liquidity and curb their traditional investment banking activities 
by limiting their holdings of real estate and s^ieculative invest¬ 
ments. First, a minimum cash ratio of IU% was required to be 
maintained. The second ratio provided for was lietween the sum 
of commercial bills (having a currency of not more than three 
montlis) and eligible bonds, and total liabilities which was not 
to exceed 30%. Thirdly, stocks and bonds not admitted to 
German stock exchanges that w-ere owned by a credit institution 
were not to exceed a certain })crcentage (in no case less than 5%) 
to current liabilities to be fixed by the Supervisory Itoard. 
Permanent participations and investments in pi-operty and build¬ 
ings should not exceed the capital and reseiwes of the credit 
institution." Lastly, the pre-war banking practice in Germany, 
under which short-term facilities granted to industrial companies 
were intended to be converted into an issue of new shares, was 
also discouraged. This form of financing, quite familiar iu: 
Germany before the First Great War, might have proved workable 
in times of considerable technical progress but the circumstances 
entirely changed after the War and in later years it lost its raison 
d'etre. Thus both law and practice tended to reverse a banking 
tradition built up in tlie country over more than a century. The 


^ C. Ouillobaud, Economic Recovery of Germany, 1982-38, pp. 93-96; Article 
by Mario'Dessaner in the Review of Economic Studiee, Vol. II, 1984-85, pi>. 214-224; 
Article entitled ** The (Tcriiian Credit Act of 1934 " in the Journal of the Institute cf 
Bankers, November, 1937. Art. by Mr. Beckhart in the Political SipienJis Quariefly, 
March, 1937, p. 66, Employment Bills " issued by a specialist Institution for i^nancing 
new enterprises were discounted by the Banks. The latter in turn had them rediscounted 
by the Beichsbank. 

* Secs. 16 and 17 (1) and (2), the German Credit Act of December 6, 1934. 
Federal Reserve Bulletin^ January, 1986. 



bANKS IN A]2LAflOK TO lNDt)STttlAti FINANCING 17 

decline in syndicate participations was significant in post-depres- 
eion years ‘:— 

BMS. (000.000’s) 

J{K!0 1985 1036 19:)7 1988 1939 

Syndicate participations 108 114 121 117 108 83 

(Five Big Itorlin Banks) 

German Banks during the War of 1939 : 

'I'he (leriiinn hanks may be observed to have passed through 
yet another phase during World War 11. For many years imme¬ 
diately preceding the outbreak of the War in 1939, German 
industry had l^u hnaucing itself out of undistributed profits 
to a considerable extent and had been growing independent of 
banking assistance as never before. It has been estimated that 
by far the greater proportion of its capital requirements, nearly 
10,000 million marks out of a total of 14,000 million, had been 
met during the decade ending in 1942 from profits ploughed 
back into industry. Since the outbreak of the War, German 
industry came to rely not only upon self-financing to a much 
greater extent but also upon direct advances from Government 
Departments. In the circumstances the importance of German 
banks us a source of industrial credit considerably declined 
in recjent years.* business cmlits tended to constitute an 
ever-decreasing proportion of the steadily mounting balance- 
.shcct total. Ht)w remarkable this tnmd was is clearly 
brought out in the table given below *:— 


Busiaesa Credits iis per cent, of Balance-sheet Total 



1938 

1989 

1940 

1941 

Deutsche Bank 

... 40.0 

24.7 

21.8 

17.5 

Dresdnec Bank 

... 88.8 

86.1 

22.4 

22.1 

* 

CotnmerK Bank 

... 48.6 

29.8 

28.7 

19.9 


The (3«rman banks, having lost their normal profitable 
fields of activity and being deprived of their legitimate sources 


^ Noncy and Banlttiu; (1M0-4S) Ijcsgue o( NatiooB, p. US. 

* The Staiiai, July 4, 1942 (**War-time Banking in Germany,'*) pp. 492-M. 
^ The StaUst (Tntemational Banking Section), November 96, 1942, 

a-X789B 
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of inoome, were compelled not only to carry out extensive pro¬ 
grammes of rationalisation but also to explore new and con¬ 
venient spheres of activity such as the financing of “ Aiyanisa- 
tiph ” transactions. When in May, 1942, Dr. Funk announced 
in a speech that certain modifications were being made, in the 
system of financing armament orders, high hopes of a revival of 
business with industry were raised in the'hearts of the bankers. 
But the hopes that private banking woiiltl be able to grant 
industrial credits on a large scale were not reiilised.' 

Technique of German “ Industrial Banking ” : 

The close relationship of German banks to industry 
commenced from the very foundation of the industrial company. 
The hanks lent their* coilaboratiou in founding almost every 
important company whether in the case of converting an already 
existing private enterprise into a jointstock company or of exploit¬ 
ing an absolutely new invention. The proc.etlure was usually as 
follows: The bank first called for full particulars about the 

industrial concerns and then found some authority, not of its own 
staff, to investigate. The German banks, contrary to general 
belief, employed no staff of industrial experts. Tlio expert was 
usually the director or manager of another industrial company 
connected with the bank, if, for example, it was a eugar factory, 
remarks Dr. Jeidels, the hank would ask one of its clients in the 
sugar industry fur the favour of recommending somebody from 
his own staff.” “ If the bank, after examination, decides to 
found the company it draws up the scheme of financing, 
determines the amount and the type of capital to he issued and 
then in some cases itself takes a part of the shares into its security 
portfolio with the idea of issuing them at a later date.’’” In 
this way the founding bank became the issuing bank. • 

The origin of this intimate connection between a bank and 
an industrial enterprise lay in the opening of a current account 
for the latter. This current account, it must be noted, is not 
identical with the English cheque account. As Mr. Whdle has 
pointed out, a current account relation in Germany is said to 

^ Th» Statist (Inicmational Baniting Sectiou), November 37, 1948 (“ German 
Banking in Total War ")> p. 13. 

3 Discussions with Foreign Expert*, Indiau Central Banking Enquiry 
Committee, Vol. IV, pp. 147, 187. 

* Minutes of Evidence, Committee on Finance and Industry (Memorandum on* 
German Banking by Dr. J. Goldschmidt), Vol. II, p. 148. 
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exist between the bank and its client when money claims arise 
on both sides and these claims are not setijed individuaUy but 
are treated as items in an account of which the balance is struck 
periodically. Once this balance is determined, the several debts 
on each side are considered to be settled and there emerges in 
their place one claim and one (equal) debt.”‘ Interest is 
reckoned on both sides of the account. 

The current account credits, though generally for short-term 
only, were occasionally time credits and were granted more or less 
for long periods. Such long-term credits were generally pre¬ 
paratory for future loans; they represented in principle advances on 
futun? issues. I’hus the Clcrman firms depended on their current 
account advances not only for working capital purposes but also 
for extension and replacement of machinery in anticipation of 
recourse to the investment market. These current accounts 
represented a large portion of the total assets of the banks and in 
1910 the total sum due on that account in the ca.se of eight Berlin 
banks was about 41% of their entire assets.* No definite rules 
can be given as regards the collateral security required for credits 
of this kind. The credits were very often granted without any 
security at all. They were then based upon personal confidence 
in the efficiency and' managerial ability of the businessmen as 
well as on the earning power of the concerns Such unsectired 
credits were, indeed, considered best and safest by the German 
bankers and in 1929 constituted 25% of the total debts of the 
principal Berlin banks.* In the case of secured credits, the 
security demanded was usually of an easily realisable character, 
such as stocks and bonds quoted on the stock exchange or sto6ks 
of commodities. Sometimes first mortgages were also accepted. 

The opening of the current account was the first link in the 
long chain of transactions between the banks and industry. The 
current account advances have been aptly 'characterised as the 
“ hinge ” of credit relations with industry. From the moment 
the current ac^unt relation began, the bank closely followed the 
interests of its client’s business. If the bank found that its olieniE 
had the value it had attributed to him, it renewed and increased 
the credits from year to year. Credits at first short became 

* P. B. JfAnUtoek Banking tn Germany , p. 87. 

* Banhe and Indnetry in Germany, an article by S. G. FeocIoBaief in the Bankfire^ 
MagaapM, Jvne, 1980. 

* Minutee^af SManeet Committee on Finance and Bidnatry, Vol. 11, p. 150. 
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longer and larger and as ocrcasioii aiDse, capital transactions— 
conversion into a jigntstock company, issue of l>onds and shares, 
direct participation, co-operation in management—all closely 
followed one after another. 

Banking (jollaboration to industry was lent by issuing tlie 
shares and bonds of industrial enterprises. “ The business of 
issuing industrial securities is the keystone of the vast structure 
of the i7idustrial relations between banks and" industry whose 
foundation is the current account business.”' When the bank 
in England gives its name to a security, it assumes no respon¬ 
sibility for it. But in frerinany the bank became responsible 
for the future deA'elopment of the securities which it had issued. 
Tt (jould not shirk that resfionsibility without damage to its reputa¬ 
tion. In England the great bulk of the issues is made by the 
big banks, the name of the bank appearing on the ])ros|)ectus. 
But that does not make the bank responsible, for the issue. In 
the English system the banker is merely a receiver of subscrip¬ 
tions to issues but in Germany the making of an issue only re¬ 
presented one stage in the continuous relationship betM^een the 
banker and industry. The banks in Germany could only introduce 
an issue by responsibly signing the prospectus along with the 
issuing company. They were members of the Stock Exchange. 
In applying for admission to its shares a, bank had to submit a 
prospectus bearing its owm signature which was subject to a close 
examination by the Stock Market Listing Committee. This 
committee w'as composed partly of representatives of Government 
departments and partly of representatives of banks and all 
departments of business life. The representatives of the intro¬ 
ducing bank, being interested parties, were usually excluded from 
the examination of the prospectus. 

This issue business was generally carried out by what was 
called in Germany a “Syndicate*’ or “Konsortium,” comprising 
several jointstock banks and a number of provincial banks. They 
made themselves responsible for the issue collectively and they 
came together for that purpose into an association which was called 
a “Konsortium.” Each member of the “Konsortium” had a 
certain quota and was expected in the ease of the syndicate credit' 
to advance, a proportional amount. The majority of the short¬ 
term current advances were made by the Itonks, individually: 


1 Biesaer, op. oit., pp. 864-65. 
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while these syndicate credits were mostly really large and long¬ 
term.* One of the members of the banking syndicate was chosen 
as the “ Leiter ” or Director of the common transaction. The 
shares were not divided among the members but remained in tlie 
custody of the “Diree-tov”'bank until they were sold out to the 
public.* The syndicate was generalfy formed for a certain period 
and on its termination the total profit or loss and any remaining 
securities were shared among the members in proportion to the 
participaticui which they had accepted in the issue. The net 
effect of the (Jermari hanks working jointly in syjidicates was much 
the same as that of the English underwriting system. This 
method of creating “Syndicates” not only tended to reduce the risk 
borne by a single bank by spreading it out among all the asso¬ 
ciated banks but was also remarkable, as Di-. floldschmidt points 
out, in preventing one bank from granting crc.dits unknown to 
the others. This acted as a financial brake on the concern which 
would not otherwise be obtained.* 

It v?ill be difficult to reali.se without personal experience 
what a feeling of intimate relationship and solidarity deve¬ 
loped betw'een the (rerman banks and industry. This co-opera¬ 
tion W'as built upon the bedrock of a spirit of mutual 
confidence that has grown lietweeii lh(un. a spirit that far 
outstripped the question of immediate gain and emanated 
from a genuine desire on the part of both to further industrial 
welfare as a whole. This feeling of solidarity and mutual con¬ 
fidence found its practical expression in the representation 
of the banks on the boards of industrial and trading enterprises. 
“ While the managing directors of the banks are generally on 
the boards of the most important enterprises, the next ranks in 
the hierarchy, the managers, are often delegated to the boards 
of the smaller companies, while branch managers are nearly 
always to be found on the boards of the local companies in their 
districts.” In addition to the appointment of Directors, 
the banks sometimes appointed one of their employees as Depart¬ 
mental Manager, Secretary, Accountant or Engineer to the newly 
connected industry.* Not only did the members of the bank 


> The ManA 15, 1080, pp. 579-78. 

* P. B. Whale, Jomtetoek Banking in Oermang, pp. .45-46. 

* Minuiee of Beidenee, Committee on Finance and Indnatry, Vol. II, p. 149. 

^ Tit, Nimenyi'e Memorandnin, Indian Central Banking Enqniry Cmmitfcee, 
Vol. n (Written BTidenee), p. 999. 
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directorate* sit on the supervisory lioard of industrial enterprises, 
but captains of industry were frequently invited to take seats on 
the hank Aufsichtsrat. This exchange of representatives was an 
important link between banks and industry. The bond between 
them was strengthened and thereafter they were joined together 
“ for l)etter or worse.’” 

It must be noted in this connection that the banker never 
gave his advice on purely technical or industrial questions but 
filways on financial matters. As a rule the industrialist was 
responsible for the business and general management of the 
company and the banker Avas merely the adviser on financial 
questions. It was not in conformity with the spirit of the German 
Aufsichtsrat to go beyond that. In exceptional cases when the 
financial structure of the («m])anies was impaired, tlic banker 
went beyond but always involuntarily. 

This exchange of representatives has often been described 
as an “interlocking of directorates.’’* But in view of the peimliar 
functions of the German Aufsichtsrat, such a description will 
not be quite correct. Its functions were not quite the same as 
those of an English Board of Directors. It did not possess 
any executive but only consultative and supervisory functions. 
It determined in consultation with the managing directors the 
general policy of the company. Everyone of the members has 
the right to demand information and carry out investigation.’ 
From the members of the Aufsichtsrat were elected a Presidium 
and certain committees, such as the committee for credit 
business. A number of members of the Board and of these com¬ 
mittees were industrialists so that expert advice and special 
information about industrial matters could be obtained 
confidentially from them in the case of large credits. 

The day-to-day work of the bank was done by the body of 
managers. “ The policy of the bank, the business of the bank 
and the representation of the bank are in the hands of the 
managers.’’ The executive management consisted of “personally 
responsible partners’’ who were resixuisible for the liabilities of 
the bank with their entire fortunes and of managing directors 
(members of the Yorstand) in banks organised as limited liability 


1 Riesaer, op. cif.^ pp. 366-67. 

2 Walter Leaf, Banking, p. 159. 

3 r. B. Whale, op. cit., p. 61. Also Minutes of Evidenc$t Committee on Finance 
and Industry, Vol. II, pp. 167-68. 
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companies. These managers iiad joint leadership. Every 
individual had to give his decision on great questions as to 
granting large credits and issues and other important things. In 
the case of important credits the approval of the Credit Com¬ 
mittee which met from time to time to discuss such credits was 
required. Eor small credits, the sole responsibility was assumed 
by the partners or directors. But when they were in doubt, or 
when they had to deal with irnixu’tant credits, those that 
were over a certain amount, tlie Aufsichtsrat was consulted, 
and the judgment of those meml)ers who were particularly ex|)erts 
about the company ap[)lying for credits were sought. The 
management could always approach the Aufsicinsral or invite some 
of its members for the purpose of consulting them and seeking 
their advice on important questions. 

From the data collected by Dr Biesscr we are .able* to form 
an idea of the extensive representation of the banks on the 
supervisory councils of industrial concerns. 'I'lie l)(Mitscbe, for 
example, in 19.11 liad seats on the sufRTvisory Ixiards of 159 
companies, the Schaffhausen’seher Bankv(?rein on those of 14H, 
the Disconto on those of 143, the Darmstadter on those of 132, 
the Dresdner of 120 and the Berliner Handelsgesselschaft of 123.' 

The position of the banker on the boards of several comixjtiiig 
firms was not incompatible with the inde]K*iidcncc of these concerns 
and the continuity of competition Ixitweeii them. This was due 
to the spirit of mutual confidence, already refernnl to, between 
the banker and the industrial traders. “It is the same," as 
Dr. Goldschmidt observes, " when you visit the doctor. He will 
never say anything about your illness to your friends. He knows 
very well that he must keep your confidence."* This position 
of the banker was very good for him as well as for the company, 
He could learn in the different companies the various methods, 
ideas and kinds of leadership. He could very usefully advise other 
companies and could very often settle differences lietween them. 
He could render really valuable service when schemes of amalgama¬ 
tions were being considered. He could always approach other 
bankers and have a discussion with them over the scheme not 
only as an interested party but also from the general economic 
point of view. 


» KiesBer, op. cie.\ App. IV, pp. 897-920. 

• MinuUt of Alvtdenee,. Committee on Finance and Industry, Vol, II, p. 167. 
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The membership of a large number of boards in this way 
gave the banker a broad view of industrial development and 
. a wide ex|)erience, so that lie was generally the obvious man with 
whom to discuss new financial transactions and schemes of 
business ‘organisation. “ His experience together with his 
capacity and advice proves a very valuable asset for the boards 
of his companies particularly when he through his (»nfidbntial 
personal relations has a general view over the situation of 
competing similar enterprises and can therefore judge and 
estimate the value of measures and schemes of general industrial 
])olicy.” 

From the foregoing aimlysis of the technique of industrial 
banking in Germany, the following points emerge very clearly. 
The banks granted short-term as well as long-term loans but the 
short-term dej)Osits were used as a rule lor the short-term loans. 
Credits for long periods whether for new or old ( 5 stablsihed 
concerns were genemlly raised by issuing shai'os and debentures 
and selling them to the investing public. The issue of shares 
was generally preferred for ficrmanent improvements. 
When capital was required for iiaproveinents of considerable 
duration but yet terminanting after the lapse of a certain time, 
the banks raised it by issuing bonds redeemable by amortisa¬ 
tion within a fixed period. Thesei debenture bonds were 
issued whenever comparatively long-term loans were 
required for an extension or renewal of machinery.* The 
banks might sometimes take up shares and debentures in the first 
instance and might often keep the purchased securities in their 
portfolios for some time before attempting their sale. But they 
did not generally hold them permanently and ultimately disposed 
of them among the public. Whatever might have been the ease 
in the earlier period, permanent participation had never been 
their policy with regard to industrial enterprises in the recent 
times. Since the War of 1914 at least they had far less 
capital locked up in industry than was tiie case in the days before 
it. A careful perusal of the recent balance-sheets will show 
that short-term credits generally predominated. In fact there 
was a startling increase of the short-term loans of the Ger¬ 
man banks in recent years—^the increase being to a coiuiderablc 
extent accoraplished at the expense of a decrease in long-term 


^ op, cit. 
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investments.* The German banker normally is as much 
relucant to tie up his funds permanently in industry as any other 
banker anywhere else in the world. 


Diversified Activities of German Banks ; 

A study of the annual reports and balance-sheets of the 
German banks clearly shows the diverse lines of business that 
they carried on. It' seems incredible to one s('/h(X)led in the simple 
traditions of English deposit banking, how the banks wens at all 
able to carry on such various lines of business appearing to be 
extremely risky and speculative. The diversified activities of 
the German banks and their intimate alliances with trade and 
industry involved them in heavy credit engagements as well as 
in investments which did not often represent readily realisable 
assets. The union of short-term banking with the provision of 
long-term capital has made them the target of severe criticisms. 

In some cases the banks undoubtedly incurred enormous 
losses. But these were principally due t«> their own errors and 
hazardous ventures. In granting credits the principle of 
distrilmtion of risks w'as generally disregarded in such cases. 
When a bank gives too much credit to one industry or oven to 
one branch of it and when that single industry or establishment 
goes wrong, the result is necessarily disastrous. Thus the 
Leipziger B.ank and the Dresdner Ereditanstalt owed their 
failures to the extension of excessive credit to single companies. 
The misfortune of the Darmstadter und National Bank in 1931 
was similarly due to the collapse of its biggest borrower 
“ Nordwolle.” The-larger banks often suffered heavy losses in 
connection with the development of some real estate companies, 
but their solvency could never be questioned. 

Generally speaking, the enormous amount of share capital 
and reserves of the big credit banks, the solidarity of interest 
and the efficient control exercised by the authorities made it 
almost impossible that they wou'd be shaken by any catastrophe. 
We have already pointed out that though they made both short 


• 1 M. B. Northrop, Control Policiet of the Rekihehankt pp. 116-18. 

Hie short-term loens of the German banks increased from 19,608 million BM. 
in 1918 to 97,696 million BM. in 1980; while the long-term investments declined from 
96,484 million BM. in 1918 to 18,884 nullion BM. in 1980. 
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and long loans, th^ did not as a rule use their short-term 
deposits for the long-term investments. They issued shares and 
deitentures for the purpose of raising the long-term credits. Here 
also we find that their policy was never to hold willingly the 
securities permanently on their own account. Only a very small 
proportion of capital and resciTcs was employed for this purpose. 
Through a skilful mamgcmeDt, this small proportion was 
invested, realised and rc-invosted in various shares. 

* Besides, whenever the risks of immobilising their funds 
appeared to be very great, they departed fnun their, traditional 
methods of participation and ludi)od to establish subsidiary com¬ 
panies either in coujunctioji with industrialists or foreign 
capitalists. They often soiiglit to provide relief by mediating 
loans fiom abroad, as during the years after stabilisation, when 
industries were suffering from scarcity of long-term capital. In 
September, 1927, the ileutsche Bank, with the assistance of 
Dillon Bead & Co., raised in New York a five-year loan of 25 
million dollars with the purpose of re-lending the proceeds to 
mid'dlc-sized industrial concerns in Germany for a similar term. 
Shortly afterwards the Commerz-und-Privat Bank raised a 10- 
year loan of 20 million dollars through the Chase National Bank 
for the same purpose.* 

The history of Gdtman banking has amply demonstrated 
that it is possible for banks to play a large part in industrial 
financing without immobilising their funds. It has been frankly 
recognised that “without the vigour and daring initiative of the 
banks the present proud edifice of German national economy 
could not have been erected in so. short a time.”* “It should 
never be forgotten,” remarks Dr. Go’dschmidt, " that Germany 
owes the great industrial development of the sixties, the nineties 
and the first decade of this century in a large measure to what 
one may describe as the ‘entrepreneur spirit’ in banking.”* 
The same ' entrepreneur spirit’ was urgently called for after the 
first World War for the great work of reconstruction and rehabili¬ 
tation of industry. The entire economic situation was shatteredx 
by the War, capital was lost, consumer demand was lacking and 
the .technical basis of industry was undermined. The banks 


^ P. B. Wliale, op. cit., p. 979. 

s Deutgehe Oekommwt, quoted by Mr. Wliale, op. oit., p. 884. 

* Minutei of Bvidenee, Committee ou Finanoe and Induetry, Yd, U, p^^ 148. 
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generously responded to the call of industry and stood by it firmly 
in the hour of its peril. Once again during the serious crisis 
which enveloped German industry during 1025-26, it was this 
same spirit which brought about its splendid recovery. 


Reasons for the System of Blending of Functions ” : 

If the German banks “ lived under this system of the 
blending of functions and the confusion of risks,” it was neither 
because .they preferred it to others nor because they considered 
it more suited to the aims of national economy. It was because 
they could not be otherwise. They were so to speak “ daughters 
of necessity —a product of numerous historical circumstances. 
The Gorman banking system was built up and organised as a 
consequence of the general economic evolution of the country. 
The economic situation in Germany was different from that in 
England' and other old capitalist countries. In England, the 
process of industrialisation was spread over a pretty long time 
and there was a mass of dormant capital seeking investment. 
Industry had merely to ask for it for employment. But in the 
case of Germany her industrial revolution had marched more 
rapidly than the formation of capital. Before 1830 there was 
scarcely any trace of industrialisation in the country. It is from 
the middle of the 19th century that the first awakening of 
German industries may be witnessed. Changes were rapidly 
taking place alx>ut that time in Germany. The whole system 
of communication was revolutionised by the use of railways; 
several of her industrial branches were transformed and by 
means of the Zollvcrein, unification was achieved in the 
economic territory. All this paved the way for the expansion 
of German industry and gave a great impetus to large-scale 
production. The joint stock company is admirably suited for 
large-scale trade and industry and hence the rise of joint stock 
enterprise in Germany also dates from this period. 

The rapid economic expansion created a new and enormous 
demand' for capital and credits of all descriptions. The funds of 
l^e general pukiic were too meagre to meet this demand. Even 
in the case oi those who ■ had the necessary funds, they were 


1 H«nry Hauser, Oetmany't Cimmefoial Orip <m the World, p. 65.. 
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neither willing nor fitted to become progressive entreprencuis, 
nor would tSiey trust their funds to those who had the necessarj 
qualities. Hence there was place for an agency which would 
secure the confidence of the public and use this ctmfidence to 
direct their capital to sound channels in industrial investment. 
The existing financial organs were ill-adapted for that task. Ihe 
banking aystem of the country consisted mainly ol the small 
private banks, the note-issuing banks, the great bankers of the 
BothschiJd typo and some other banks of intermediate standing. 
Industry could not expect assistance from any of them. The 
private bankers advanced funds neither for a long period nor on 
a large scale. The resources of the note-issuing banks were 
unsuitable for long-term investments. The other great bankers 
of the Eothschild* tyi)c stood aloof from struggling business con¬ 
cerns and were engaged in financing Governments. There was 
thus a serious gap in the financial system. The position and 
means of the existing credit agencies were not at all equal for 
the growing needs of commerce and industry. The German 
credit banks stepped into this vacant place. 

The close relations between banks and industry were an 
outcome of the peculiar conditions of the country. The banks 
were obliged to concentrate their activities almost wholly upon 
industry. They could not exert any influence upon agriculture 
because of the Landschaften. They were shut out from small 
trading and commercial euteq)ri8cs becaust^ of the rapid develo])- 
ment of the co-operative societies. Tf they had in the liegiuning 
(kivoted themselves solely to deposit opcirations, they would not 
have been able to carry on business. Gennany in those days 
consisted of f)oor Statqs where moneys on deposit had little 
scope for circnlafion. The banks, therefore, had to take upon 
themselves the task of financing the industnes of the country. 
They were, so to s[)eak, bom as banks for Industry. 


NOTE 

The German Credit Banks since end of Woiid War II : 

The Occupation Powers saw in the pre-war highly oentraliaed 
banking system of Germaiqr an undue conoentratiem at flflnnnfwia p<nrer 
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wliich, they believed, had favoured the prosecution of the War in a 
manner that would not have been possible for a decentralised system. 
Accordingly, the post-war reorganisation of the German bunking system, 
as outlined in the Potsdam Agreement, onvisagod the elimination of the 
central offices of the gross banken as well as of the excessive control 
which the banking system used to exercise over German industry. The 
first was to bo achieved by the liquidation of the head offices of the 
Big Six and the reorganisation of their branches on an independent 
basis; and the second by severing some of the close links between 
German banks and German industry by forbidding the banks to become 
members of stock exchanges and to buy or sell stocks and shares except 
as agents for their customers.’ 

After the end of the War in 194/), the “ Berlin Big Three,” the 
Deutsche, the Dresdner and the Commerz-imd-Frivat, were closed and 
their branches decentridised on a Land basis. Out of the three big banks, 
30 ” successor ” institutions were created, each of which had to look after 
the credit needs of its own district. 

This intervention of the Occupation Powers in the structure of 
German banking has brought about far-reaching changes which are 
neither in the interests of the country’s economy nor in those of the 
banking system itself. 

One of the most serious consequences of the splitting up of the 
once interrelated net work of branches is to be found in the fact that 
the volume of business in the smaller Laender is much too inadequate 
for the sound functioning of the banks. Another is the impossibility of 
achieving a necessary distribution of the credit risks, for a healthy 
allocation of credits among widely different bruiiclies of business is not 
feasible under the unbalanced economic structure of the individual 
LAender.* 

In the speoial uncertain post-war situation, the German banks have 
found it extremely difficult to obtain proper securities os a basis for their 
loans or reliable information from their important customers. As a result 
some of the time-honoured precepts of cautious finance have had to be 


1 "The Post War Reorganisation of the German Banking System." Art. by 
H. A. Adler in Quofterly Journal of Economics, August, 1949, pp. 892-41. 

Art. entitled " The Structure of German Joint Sfcodk Banks *' by H. J« Abe 
(Oemiaa Bank of Eeconal/niMm) in the StaUst, Special Supplement, June 28, 19[a., 
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relaxed and mistakes in credit policy have inevitably occurred. Short¬ 
term credits, for instance, have been sometimes used lor rehabilitation 
and expansion of works pmposes.^ 

The need for a joint stock banking system covering the ^rhole 
country with a net work of branches is urgently called for. 


Art. entitled “ Pnoblemi of German Banlang'* by B. W, 6ohinidt, ibid. 



CHAPTER m 

British Banks and the Financing of Industries 

The intimate relationship between bonks and industry wliich 
was found in the preceding chapter to be characteristic of the 
Continental banking system is unknown in England. The 
British banks consider tliat their proper function lies in the 
provision of current finance for industry. Short loans in the 
form of an overdraft or in the form of a stiparatc loan account 
have been readily granted by them. But it lias never been their 
policy to furnish the permanent funds required by industries for 
capital 'expenditure. They finance the purchase of raw materials 
and finished goods hut they will not provide the funds for the 
purchase of plant and machinery. They arc, as a rule, reluctant 
to lock up their funds in loans to industrial companies against 
debentures or real estate mortgages. Throughout their whole 
history it has been the considered practice of British bankers to 
preserve scrupulously their functions qua hankers and to shun 
active participation in industrial control and management. 

As the Committee on Finance and Industry have observed, 
British industry in the Ix^ginning of its growth had no reason 
to look forward to banking assistance. In those days, industry 
was carried on a comparatively small scale and on a family basis. 
Capital for industry was mainly furnished out of private resources 
and profits were employed to build and expand it. In so far as 
it required banking facilities it found them from the family hanks 
which had their headquarters in the provinces where the new 
industries flourished. Besides, there had existed in the country 
for many years a Targe class of investors with money to invest 
who were not entirely dependent upon hanks for the selection 
of their investments but who exercised an independent judgment 
as to what to invest in.* These made it unnecessary for Eng'ish 
banks to embark upon industrial ventures like their German 
rivals. It may be recalled that in Germany and other countries 
of the Continent the only institutions in a position to satisfy the 
long-term financial needs of industry were the hanks. But in 

1 Beport of the Oommit^ee on Fineiioe nad Indnetiy, 1981, cmd. 8897, p. 189, 
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Enffland the case 'was different. When the English joiut stock 
banks developed in the middle of the last centurys they were 
not the only financial bodies. A capital market had already been 
in existence and its machinery had been developed more and 
more in the course of the following years. Supplies from the 
English capital market had not to provide the fixed capital 
required for industry simply because there were ample opportuni¬ 
ties for obtaining it elsewhere. Thus the English banks came 
to bq eonfined to performing the functions of pure deposit banks 
and left a good deal of other business performed ordinarily by 
Continental banks to specialist institutions in the capital market. 
Deposit banking, unlike (icnnany, became segregated from 
investment banking. The industries in England are not only 
not dejiendent upon the banka but they look u|ion any interference 
from them as a disgrace and a sign of potential insolvency. In 
Germany, on the other hand, a high degree of control w'as often 
exercised by the banks over the associated industries. In fact, 
this control was bound up Muth and largely a sequence of the 
assistance afforded by them. In England such interference and 
control by the banks A^ould never have been tolerated. 

The very constitution of the English banks—the system 
under which they work—^has kept them generally aloof 
from industrial financing. They are not at all adapted 
foK that kind of business. The .whole system is based 
upon deposits repayable on demand or at short date. 
The d'jiration of English bank loans has, therefore, to be 
necessarily short. In Germany and indeed in the Continent the 
cheque system was not so develoi)ed as in England. The banks 
there were not faced like their English confreres with a large 
amount of their deposits Ijeing repayable at a moment’s notice. 
The English banks, again, worked Avith a far smaller amount of 
share capital and reserves than the Continental banks. The 
paid up capital and reserves of the German banks, for example, 
were 45% of their liabilities at one time; and on the same date 
the proportion in England was 9% .md later even 7%.‘ These 
were funds which were at their own disposal and not at all subject 
to cal's by depositors. The Continental banks, having less 
deposits at call and working with larger resources of their own, 
were able to extend their trading and industrial ventures 


1 H. 8? Fozwdl, PajMff on Currmt Ftnaneo, p. 108. 
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without serious risk to the depositors. With enormous liabilities 
at call and short notice, the watchword with the English banks 
has been safety and liquidity and as a rule they will not engage 
in any transactions involving a ‘ lock-up ’ of their resources. 
They have to invest their funds, generally speaking, in first class 
bills having a maturity of not more than three months and in 
gilt-cdgcd securities. They cannot justifiably and with safety tie 
up their resources in ventures which, however promising, are 
untried, untested and, therefore, speculative. There is another 
point which should also be noted as presenting a contrast to tiie 
German practice. The English banks consider investment 
banking so far outside their province that they will even repudiate 
responsibility for prospectuses under which their name appears. 
But in the case of Germany the general public invested mainly 
through their banks, and there was no chance of issues being 
successful unless backed by the name of one or other of the 
leading credit or private banks which also accepted responsibility 
for their issues. ‘ 

§ 

The Issue Houses and other Sections of the English Capital 

Market : 

The issue houses or merchant bankers am an^mporta^ 
section of the English capital market. But they are directly 
associated with British industries only to an insignificant extent. 
Their chief conhections are with Foreign and Colonial Govern¬ 
ments and municipalities. They are more interested in govern¬ 
mental and quasi-governmental loans than in industrial flotations 
and in overseas rather than in internal issues.* So far as the 
provision of long-term capital at home is concerned, they prefer 
to deal vrith mimicipalities and fight shy of ordinary home 
industrial piropositions. Many ventures with excellent prospects 
have been laid before them only to be rejected.* So far as they 
assist British industries at all, they confine their support only to 
the largest concerns, that is, to those bodies wMch probably 
require their help in the least. But, as Prof. Clay has rightly 


^ The Eecnomiet, 18th January, 1080. 

* Cf, Prof. H. Clay, " Their experience and association make them on the whole 
more interested in new issues of capital for overseas cUents rather than the diversion of 
the flow to the industrial provinces of England Lect. IV, Some Aspects of the 
World Dqpression,'* Journal of ike Institute of Bakers, February, 1080, 

* F. Lavington, The English CapiM Market. 
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observed^ the great majority of the firms are small and medium 
sized concerns, so that, for the greater part of British industry, 
the services of the issue houses are not available. Besides, most 
of the issue houses are at the same time accepting houses. In 
the interests of their acceptance business, they have to keep 
their assets in a highly liquid tomi. It is never possible for them 
to “nurse” an issue. They cannot afford to make an issue 
which will not go off but unli be left in their hands; and, there¬ 
fore, whatever they take, is taken with the expectation of dispos¬ 
ing of it as quickly as possible.' 

For all these reasons, it has been urged that the utility of 
the issue houses to British industry is not very great.^ For a 
long time there has been a wide-spread feeling that if they were 
to give more attention to British home industries and the 
marketing of their securities, the latter would be highly benefited 
as an adequate supply of capital on reasonable terms would then 
be assured for them.''* During the last depression w'hen the 
financial needs of industry were all the greater, their scope, it 
was urged, was far more restricted. In consequence of rational¬ 
isation British industry also needed to obtain in the long-period 
capital market a considerable amount of capital. The issue 
houses, Prof. Gregory rightly observed, with their international 
obligations, could hardly be ex|>ected to satisfy the growing needs 
of British industry for this long-term capital.* But in the years 
after the last great depression, a new development may be 
observed in the policies of the merchant bankers. They had been 
fighting a defensive battle ever since the economic convulsions of 
the *1914 War and its aftermath sh()>>k the very foundations of 
the world in which they lived and thrived. When during the 
moratoria of 1931, the bulk of their foreign short-term credits 
became practically frozen, they inevitably turned to the domestic 
field to seek some compensation for the loss of their traditional 
business in the overseas markets and began “ to forge valuable 
financial links ” with industrial groups within the country.* 
This “ rapproachemeut ” between merchant bankers and British 
home industries has been a very interesting phenomenon which is 


1 Henry Clay, ** Some Aspects of ilie World Depression —^Lect. IV, Journal of 
the Imtitufe of Bankers, February, 1982, p. 97. 

> Parker Willis and B. H. Beckhart, Foreign Banking Systems, p. 1280. 

* H. 8. Foxwell. Papers on Current Finance, pp. 128-20. 

^ Mhiutee of Svidenee, Committee on Finance and Industry, Vd. II, p. 298. 

■ The Economist, April 6, lOID, pp. 622-28. 
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fall of promise for the future. ■ But it should be noticed at the 
same time that this entry of the merchant banks into the sphere 
of industrial banking has not amounted to much in absolute 
terms. A study of the balance-sheets recently published by these 
banks does not indicate any appreciable increase of their activity 
in this (liwctiun. But the very fact that such participation has 
taken place af all is very inijiortant and promises a useful line 
of development along which they might seek salvation and escape 
from the difficult situation into which economic controls and 
decline of international trade have driven them.* By the very 
nature of their resources and the longer-term character of their 
deposits they are c.ertainly more fitted than the joint stock banks 
to cultivate such intimate lelationships with industry. 

Besides the issue houses, the company promoters, investment 
trusts, financial companies and insurance companies are 
important sections of the capital market which play an active 
part in ind'ustrial financing. But it must be frankly recognised 
that these finance houses and investment trust companies have 
neither the standing nor the resources which may enable them to 
approach near enough to the activities of the Continental bank^ 
in the sphere of industrial financing. . They have no perptafeht 
interest in the welfare of their industrial customers.-^ In this 
connection the ill-fated transaction of the Austin Friars Trust, 
the " United Steel,” may very profitably be compared with the 
flotation of the “ Vereinigte Stahl werks ” backed by all the 
leading banks in Germany.* As regjirds the facilities offered by 
the company promoter they are a mere makeshift and highly 
inadequate. " His methods of operation contain w'ithin them¬ 
selves strong tendencies to overvaluation and heavy marketing 
costs.” When a new company is floated’ by a promoter, he is 
primarily concerned with the ultimate success of the issue and 
not with the ultimate earning power of the venture. His interest 
is focussed on the price at which he buys from the vendors and 
at which he sells to the public.’ 

Committee on Financial FncMities for Trade : 

Ever since the first Great War, a feeling had been growing in 
England that all was not well with her financial system—^that 

^ The Ecowmiet, Banking Supplement, September 20, 1041, p. 5. ‘ 

> The Eeonomiet, March 1, 1^, p. 4SD. 

s, F. Lavington, The English Capital Market, p. 918, 
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there jUm a BeriouB gap in it. The British banks, as they were 
constituted, could not furnish the means whereby industries could 
effect their necessary extensions and reorganisations, and there 
was hardly any institution which could provide these long-term 
financial facilities. 

The need of- rehabilitating British industries after the Great 
War accentuated the feeling and an important Committee of the 
Board of Trade was appointed in 1916 with Lord Faringdon in 
the Chair to investigate the question of financial facilities for 
British industries and the part played by the British banks in 
their provision. The Committee observed in their Eeport (signed 
August 31, 1916) that the British banks afforded liberal accommo¬ 
dation to the home producer and the bankers were not shy in 
making advances on the strength of their customers’ known 
ability and integrity and the charges for accommodation were 
often lower than the corresponding charges in foreign countries.’ 
But they frankly recognised that British manufacturers might 
often be in need of finance of a kind which the joint stock banks 
with their peculiar liabilities could not prudently provide. 
Hence the Committee concluded, " There is ample room for an 
institution which, while not interfering unduly with the 
ordinary business done by British joint stock banks, by Colonial 
banks, etc., would be able to assist British industries in a manner 
that is not possible under existing conditions ” and they recom¬ 
mended the formation of a new bank to fill the gap. Such an 
institution, it was believed, would assist British industry and 
manufactures in a variety of ways. It would take a leading part 
in the inception of transactions and assist in connection with 
the machinery of overseas business; it would provide the neces¬ 
sary finances for extensions of existing plant and amalgamation 
or co-ordination of existing works so as to reduce cost of pro¬ 
duction; it would assist these works to obtain orders abroad and 
give them reasonable financial facilities for executing these. 
But both in connection with enlargement of works and financing 
of contracts, assistance should be forthcoming when^a ‘ look-up ’ 
of capital for an indefinite period was not involved. In the case 
of young men with some little means of their own, it would. 


1 Beport of the Board of Trade Oommittee on Financial Facilities for Trade, 1916, 
cmd. 6846, para 8. 
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after careful examination of credentials, also grant larger and 
longer credits than had been customary with existing banks.* 

• A concrete scheme for the new institution was put forward 
by the Committee. It 'was to be called the British Trade Bank 
and to be constituted under Royal Charter. Its chief features, 
as outlined in para. 24 of the Report, were to be as follows :— 

(1) It should have a capital of .£10,000,000, the first issue 
being from .£2,500,000 to £5,000,000, upon which in the first 
instance only a small amount should he paid up but which should 
all be called up within a reasonable time. A further issue should 
be made afterwards, if possible, at a premium. 

(2) It should not accept deposits at call or short notice. 

(3) It should only open current accounts for parties who 
were proposing to make use of the overseas facilities which it 
would afPord. 

(4) It should have a foreign exchange department where 
special facilities might be afforded for dealing with bills in 
foreign currency. 

(6) It should open a credit department for the issue of 
credits to parties at home and abroad. 

(6) It should enter into banking agency arrani^ements with 
existing Colonial or British Foreign Banks, whenever they 
would be concluded upon reasonable terms. 

(7) It should be equipped with an up-to-date Information 
Department, which might properly be called a Bureau d’Etudes. 
It would not necessarily deal with schemes in which the institu¬ 
tion proposed to take financial interests but it, might be made a 
centre for investigation of projects on behalf of others. “ One 
of the chief objects of the Bureau would be the organisation and 
keeping up-to-date of returns as to the status of firms abroad.” 
It should obtain the earliest information from abroad about new 
business openings, large contracts offering. State and other loan 
and issue proposals. It would also have to undertake the 
examination of industrial projects, availing itself in this connec¬ 
tion of the servieos of the eminent consulting engineers, consult¬ 
ing chemists, etc.* 


1 Beport of tbe Bond of Trade Committee on Financial FadHtien for Trade, 1916, 
parai. 5, 6, 16 and IT. 

> TM., fiani. 30. 
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(8) It should endeavour not to interfere in any business for 
which flvia ting banks and ha nk ing houses provided facilities and 
it should try to promote working transactions on joint account 
with other banks and should invite other banks to submit to it 
now transactions, which, owing to length of time, magnitude or 
other reasons, they were not prepared to undertake alone. 

(9) Where desirable, it should co-operate with tlie mer¬ 
chant and manufacturer and possibly accept risks upon joint 
account. 

(10) It should become a centre for syndicate operations, 
availing itself of the special knowledge which it would possess 
through its Information Bureau. 

(11) It should receive Government recognition as much as 
possible without coming under Government control. 

If financial assistance were given by the Government to 
undertakings in connection with what were known as “ key ’’ 
industries, the business should, if possible, be done through the 
medium of the Institution, and it should be ap})ointed an agent 
for carrying through foreign,- commercial and financial transac¬ 
tions in w'hich the Government might be interested.* 

In the financial opei-ations of the Institution the desirabil¬ 
ity of assisting British trade and of placing with British manu¬ 
facturers orders in connection with new undertakings w'as to be 
always borne in mind.* 

The British Trade Corporation : 

The British Trade Corporation w'as the outcome of these 
recommendations of the Committee. It w^as established in 
April, 1917, with a Royal Charter wdth a capital of £2 millions 
and an influential hoard of directors under the governorship of 
Lord Faringdon. According to its charter of incorporation, it 
W'as established for a term of 60 years for the purjxjse of carrying 
on the business of trading and banking in any part of the world. 

A considerable misapprehension seems to prevail about the 
functions which the British Trade Corporation was to perform 
in relation to British industries. It has been frequently viewed 
as the first institution to be formed in England with the object 


1 Report of the Board of Trade Cominittee on Financial Facilities tor Trade, 
para. 19. 


* Ibid., para. 93. 



BRITISH BANES AND THB EINANCINO ON INDDSTBIBS 37 

of providing long-term credits and technical advice to British 
industry through a body of experts, standing in almost the same 
relations to national industries as the German banks do in 
Germany. But such a view misunderstands not only the rela¬ 
tions of the German banks to ind'ustry but also the functions 
that the Institution was desired to perform in the industrial 
held. The Geiinan banks neither employed a stofl: of experts to 
examine business propositions nor did they generally furnish 
anything but financial advice to industries.* In ordinary 
circumstances advice in technical matters was (ionsidored to be 
outside their sphere. A careful perusal of the Faringdon Com¬ 
mittee's gives one the impression that the .Cortwration 

was designed with the priiuaiy object of stimulating the export 
trade of the countiy rather than the development of home indus¬ 
tries. *rhe anxiety to forestall the enemy countries in any 
possible attempt to regain their lost position in the world of 
commerce! and also to recapture from them, if possible, the 
overseas markets for the purpose of British trade, was mainly 
responsible for the fonnation of the Institution. As regards 
the provision of long-datcxl capital, it may I)e recalled that the 
Committee were desirous to avoid a ‘ ‘ lock-up ’ ’ of capital for an 
indefinite period even for the necessary enlargement of firms. 
The subsequent history of the Corporation also shows that it 
made it its con<’ern to provide financial accommodation to 
merchants and traders to execute their contracts with foreign 
countries rather than to home industries to effect their exten¬ 
sions and reorganisations. At the first annual meeting held on 
31st January, 1918, its Governor also expressed a genuine desire 
to assist the export trade of the country by providing financial 
assistance as far as the means of the Corporation would permit. 
The Corporation, he observed, would be particularly anxious to 
furnish the commercial community with information that might 
not be l•eadily available from other sources; and it was further 
bo])ed that, when business would revive, it might be made the 
pivot upon which important syndicates for great industrial 
developments at home and abroad might revolve. Several of 
the jointstock banks carrying on business at home and abroad 
were among its shareholders and the Governor trusted that the 
scheme of co-operation which made the German banks so great 


* See Di$eiu$ion$ with Fcfeign Nsjwrt*—Indiui Central Banking Enquiry Com* 
miltea. VeL ly, pp. 147, 
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a power in the past would be followed here alho. But the vei^ 
tune did not fuJhl expectations. From the information w ic 
is available, it docs not appear that the Corporation rendere 
a/if substantia] assistance to home industries. Its history w'as 
singularlj unhappy and although it was supposed to have con¬ 
siderable prospects, it ended in a failure. It did not help Bri¬ 
tish industr}'^ to any appreciable extent to tide over its diffi¬ 
culties.' 

The Corporation failed to achieve its original objects. The 
purposes which were adhered to appear to be as follows *:— 

(1) Provision of overseas'banking facilities where British 
institutions were not active : 

(2) Encouragement of the export trade directly by a closer 
union of banking and commerce than was common in England, 
as for example, by wedding a banking company to its trading 
affiliates: 

(3) Entry into trading fields formerly held by the enemy 
to secure the same for British manufacture. 

To achieve these purposes the following subsidiary com¬ 
panies were organised: (1) The Anglo-Brazilian Commerce and 
Agency Co., (2) The Portuguese Trade Corporation (1918), and 
(3) The Levant Company. But all these ventures proveA to be 
unfortunate investments and the sums invested in them had to 
be written off.* The disordered state of European trade' and 
finance that had followed in the wake of the War seriously 
interfered with its business. The subsequent post-war slump 
dealt it a heavy blow. Losses were considerable and its capital 
of ;£2,0()0,()00 had to be reduced by one-half. The Corpora¬ 
tion was exceedingly unfortunate. As Dr. Bobinson has 
observed, “ Its knuckles were rapped whenever its interests 
extended in overseas areas for the reason that the. dramatic ups 
and downs of world business and the running sores of European 
politics could not be anticipated at the time when its far-reach¬ 
ing programme was undertaken to meet an existing need.”* 

1 See Svidence of Mr, Beaumont Pease, Ghairman of the Lloyds Bank.—Oommitteo 
on Finance and Thdastryi. Minates of Evidence, Vol. I, p. 184. 

s L. B. Bobinson, Foreign Credit FaciUtiea in the UniUd Kingdom, 1998, 
pp. 61”69. 

* The only successful venture appeara to be the Trade Xhdemnity Company founded 
in March, 1916. Its stock was held for the mott part by the Corporation it snbie- 
qnently grew to be more important than the parent company. 

4 L. B. Bobinson, op, eit., pp, 86-59. 
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Dr. Walter Leaf, writing a few years later, in 1926, re¬ 
marked with reference to the Corporation that after several 
years of experience it could hardly be claimed that the opera¬ 
tions of the Company had been so successful as to show that 
there was a real need of it.* In the same year the British 
Trade Corporation and the Anglo-Austrian Bank were amal¬ 
gamated together into a new company under the name of the 
Anglo-International Bank. The new bank was registered with 
a nominal capital of ^2,000,000; the paid-up capital was 
.^1,960,000, of which 6,10,000 shares and 7,50,000 shares of 
£1 each were issued to the shareholders of the Anglo-Austrian 
Bank and the British Trade Corporation respectively.* But 
the new Bank could hardly be expected to fulfil the high aim 
with which the British Trade Corporation was incorporated, 
viz., “ the setting up of a new tradition in the financing of 
British trade aud industry.” That experiment definitely failed.* 

Balfour Committfie on Trade and Industry : 

The increased acuteness of international competition for 
overseas markets during the post-war years again brought to a 
head this question of long-term financial facilities for British 
industry. Some complaints were made before the Balfour 
Committee on Trade and Industry that adequate means for 
financing long-term credits were not available for British busi¬ 
ness. It was pointed out that in consequence of the practice of 
the Continental banks to ally themselves closely with industrial 
enterprise and to arrange long-period credits, British manu¬ 
facturers of certain classes of capital goods were sorely handi¬ 
capped owing to the absence of any means for financing long¬ 
term credits in respect of their export. Like the Financial 
Facilities Committee, the Balfour Committee concluded that 
though the trend of evidence was that there was no lack of loan¬ 
able capital available for the use of British industry at moderate 
rates of interest and on reasonable security, yet it appeared, 
from certain complaints made as to the inadequacy of long-term 
financial facilities that, there was a " gap in the machinery 
available for the financing of industry,” and they recognised 


^ Walter Leaf, BonXctfig, p. 168. 
s The Banken' Magasine, 1996, p. 646. 

* The Eeoncmist, September 4, 1926, p. 882. 
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that there was a great demand that this existing gap in the 
inaDcial arrangements should be filled.' 

CommitU-e on Finance and Industry : 

Once again in the peak of the world crisis when Englaiitl 
was passing through difficult years of industrial stagnation and 
acute unemployment, the old (juestioii of the provision of long¬ 
term financial faciiiti(;s for .British industry was revived, and 
along with it, the question of the adequacy of btankiug assistance 
to iniJustry was also brought to the foivground. The charge was 
made against British banks that their policy of holding back 
advice and financial support was sondy imixmding the rationalisa¬ 
tion and reorganisation of British industry. There was an 
undercurrent of feeling that the banking system was highly un¬ 
satisfactory in its industrial loans policy and the complaint was 
that it w'as not adequately ministering to tlie needs of industry. 
The British basic industries, mz,, cotton,- wool, coal, iron and 
steel, it was pointed out, were faced with sci'ious difficulties as 
never before, and the question of a reorganisation or amendment 
of British banking practice as regards industrial financing w'as 
canvassed in many quarters. 

The feeling was so widespread that it engaged the atten¬ 
tion of the Government of the day. An impoiiant Committee 
was appointed in 1929 by the Chancellor of the Exchequer which 
was to investigate among other things the whole question of 
the relation between British banks and industry. The Com¬ 
mittee known as the Cqmmittee on Finance and Industry had 
the benefit of having the Rt. Hon’ble H. P. Macmillan as its 
Chairman and included in its jiersonnel the eminent economists 
and business men of the day. 

British Banks and their Increasing Interest in Industry during 

1032-1930 

A year later, in the course of a much-discussed' speech to 
the Manchester Chamber of Commerce, Mr. J. H. Thomas, 
then the Lord Privy Seal, announced that the Gk>vernment had 
arranged with the banks that help should be givien to industries 
which were prepared for reorganisation and modernisation. 

1 Fmal Report of the Gommittee on ladustry and Trade, 1029, pp. 47-40. 
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“ The Oity,” said he, “ is deeply interested in placing industry 
cn a broad and' sound basis and is ready to support any plans 
that in its opinion load to this end. Industries which propose 
schemes conforming; in llie o]»inion of those advising the City, 
to this requirement will receive the most sympathetic con¬ 
sideration and the co-(q)eration of the City in working out 
plans and finding the necessary finance.”* It was, in effect, 
an open invitation on behalf of tlie City to business and 
industry to come forward with real scbeni(‘s of rtH)rganisation 
and an intimation that the whole forces of British finance 
w'cre for the first time prcpaiv?d to stand behind industry in a 
forward mov('. 1’lie statement made by the Lord Privy Seal 
was of great significance, inasmuch as he said it was made 
with authority and kno\vle,dge of tlie City. For, did it not 
indicate that tlu^ British bankers were thinking of making a 
departure from the traditions of Britisli banking j)ractice in 
their conlem])latibn fo provide relatively long credits to indus¬ 
tries? IndrK'd even before the historic pronoiincenient of Mr. 
Tbomas was made, tbe banks of England during the preceding ten 
difficult years had not been entirely indiffercjit to the interests 
of industry'. In several ceases they had large commitments in 
a number of Industrial concerns. As a matter Of fact they had 
not maintained the same attitude of aloofness from industries 
in the post-war as in the pre-w'ar days, and had considerably 
relaxed the conservative codes of commercial banking practice 
to which they w'ere w'edded. As Mr, Joseph Sykes has re¬ 
marked, ” The sharply crystallises! English pre-war practice of 
making only short-term loans has perforce been modified by the 
exigencies of the specific incidence of post-war depression on 
certain industries.”* In the case of many industries, especially 
cotton, wool, iron, shipbuilding and' engineering the banks 
found, after the collapse of 1920-21, that many of the loans 
which they had granted on the basis of early repayment were 
” frozen ” for a comparatively long period. The banks were 
compelled to make further advances in order to safeguard- the 
loans they had made previously. In an important paper read 
before the Boyal Statistical Society, Mr. H. W. Madrosty also 
pointed out how this departure from the normal practice of 
only short-period lending on tbe part of the banks was the out- 


1 Mr. TbomaB'i ManeheBter speech, lOth January, 1080. 

* Josepli Syfces, The Preaenlb Position o/ Bngluh Jbinteioek Banking, p. 144^ 
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come ot post-xvar conciitiotiR. Atlor oi w\?l 

(furtiig' a/ yfeay/ /A? part ot the depression, there was no 
restriction of credit tbc banks either in the United Kingdom 
or Jn tiie United States. When prices begnu io fail the banks 
found it necessary to ‘ carry their debtors ’ in older to prevent 
an even more hideous collapse than what had hapi)ened.‘ As 
Mr. 8. E. Thomas has ohservcd in a recent work, “ The Bri¬ 
tish banks.for some years msfwnded liberally to the 

demands made upon them and tilTonhd an unprecedented dcfjrec 
of financial assistance to industry.vast sums were ad¬ 

vanced by the banks in the hojie that the help so fjiven would 
enable concerns in which tlicy wore interested to kco]) going 
until an improvement took place in the general economic posi¬ 
tion of the country.Indeed they had no choice in the 

matter.”* Many instances may lie given where the banks 
had not at all been nnsympathetic to the ills of industry or un¬ 
responsive to its needs. They had not only made extended 
loans to the suffering industries, loans in many cases with no 
certainty of eventual repayment, hut in some cases t)>ey had 
been obliged to take in hand the financial neconstniction of 
enterprises and make considerable monetary sacrifices by re¬ 
ducing their full claims. Indeed as S^r Arthur Salter has 
pointed out, “In Great Britain whore the principle of avoid¬ 
ing long-term investments has been most insisted upon, the 
grant of renewable short-term credits to industries which have 
used them for more than genuine working capital purposes and 
could not repay them has at once frozen a substantial part of 
the nominally liquid assets of the banks and given them agaimt 
thfiir loUl the legal power of control over a large part of 
industry. ”* In many cases the reconstruction and rationalisa¬ 
tion schemes in connection with certain industries were made 
possible by the action of the jointstock banks. There was a 
definite effort on their part to overcome the difficulties which 
farmed industries suffering from prolonged depression in obtain¬ 
ing additonal capital for carrying through reorganisation 
schemes.* Mr. Holland Martin in the course of his Presi- 


1 Quoted by The Ecanomistf December 25, 1925, p. 1117, 

* 8. E. Thomee, Brituh Banka and fke Finance of Indwiry, p. 141. 

* A. 8alter» Recovery, p. 96. 

« The Times, Trade anil Engineering Supplement, Banking Number, 88di Jnne, 
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dential Address before the Institute of Bankers in 1931 gave 
eloquent testimony to the important part played by some 
British banks in tlie recent reorganisation of industry and 
referred to it as “ nursing back to health ” a number of ailing 
concerns. 

As regards the cotton industry, it was pointed out by Mr. 
S. R. Hamniersley in the course of a speech before the House 
of Comnious in December. 1927, that there were 200 cotton 
mills in the hands of the bcanks. They had lent something like 
.€15 mi'lions to these concerns and a large j)ortion of this 
mo?u'y was unsecured'.’ In the course of a paper read before 
th(' Royal Statistical Society, Prof. Daniels and Mr. Jewkes 
also |X)inted out that the banks played an im|)ortant part, in 
financing a large propori.ion of the refloated companies in the 
Lancashire cotton industrj'. The reflotation of 129 companies 
was largely financed by overdrafts and loans.* 

The coal, iron and steel industries u»?re not neglected and 
in some reorganisation schemes the banks took a leading part. 
The fusions between Dorman Long and Rolckow' Vaughan and 
between Guest Keen and Nettleford and Baldwins were due to 
the action of the jointstock banks. The formation of the Steel 
Industries of Great Britain, Ltd'., and of the English Steel 
Corporation also wou'd not have been possible without their 
help.® A fiemsal of the annual speeches of the bank chairmep 
during the period under review will also bring out the fact that 
the financial stake of British banks in industries was not small. 
In the course of one such speex^h the Chairman of the Lloyds 
Bank stated that his bank granted new loans to the amount of 
.^644 millions to 32 different industries between June, 1924 and 
June, 1926.^ The analysis which Mr. McKenna gave of the 
Midland Bank’s percentage distribution of advances in 1928 


* flpercli of Mr. 8. HammerBlry, 19th December, 1927—^Parliamentary 
Debates, Vol. 12, pp. 87-89. 

a " Tfie Post-War Depression in the Lancashire Cotton Industry ”—Journal o) 
the Royal Statistical Society, Vol. XCI, 1928, pp. 176-79. 

January, 1921 £ 

Loans ... ... 17,066,700 

Bank overdrafts ... ... 6,818,600 

Debentures ... ... 1,200,600 


28,570,800 

^ * S. E. Thomas, British Banks and the Finance of Industry, p. 148. 
* Sfieech of the Gbainnan at the Annual Meeting, 1926^ 
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indicated the amount of assistance rendered by the bank to 
industry. 69% of its advances went to trade and industry 
while 165% ou'y went to insurance, finanos and stock ex¬ 
change.* The leading bankers of the country in the courw of 
their evidence before the Macmillan Committee also pointed 
out the large extent to wiiich they had extended their assistance 
to British industry; and that in many eases such assistance 
was not of the character of lem}X)rary accommodation. Mr. 
F. C. (roodenough, Chnirriian of the Barclays Bank, admitted 
that many of the loans to the cotton industry were not liquid.' 
Th(‘ pow(^r of the bank, he observed, had Ixjen strained in help¬ 
ing industries. Mr. Frederick llyd'e, Managing Director of the 
Midland Bank, stated that tlie loans to the cotton industry con¬ 
tinued much long(‘r than they were intended when they had 
first started. The same thing happened with the shipbuilding 
and steel industries, though on a much smaller scale.® Mr. 
J. W. Beaumont Pease, Chairman of the Lloyds Bank, re¬ 
marked that the bank had some loans tied up in the heavy 
industries at the time. In shipping and shipbuilding the 
perctmtage of the bank’s total advances was 2.49%. In the 
iron and steel industry also there Avas a small proportion of 
frozen loans. The bank assisted in a number of reorganisation 
schemes for industry and as a result had to do many things 
Avhich according to banking principles it would never have d'one 
de novo. In some cases it even became an actual shareholder. 
In one instance the hank agreed to accept, in place of its debt 
which was covered by the debentures, half in income-debenture 
stock and half in prefeience shares. The large holding of pre¬ 
ference shares turned the bank into a shareholder in the concern 
to that extent.* 

Not to speak of the jointstock banks, even the Bank of 
England grew alive to the needs of the sorely stricken 
British industries. As Sir Ernest Musgrave Harvey, the Deputy 
Governor of the Bank, observed in the course of his evidence 
before the Macmillan Committee, " For a long time past the 
Bank has been trying to discharge its part, as a special opera¬ 
tion in these difficult times, to assist industry.” Various 


^ Speech of Mr. McKenna at the Annual Meeting, 1929. 

> Minutes of Evidence, Committee on Finance and Industry, Vol. I, p. 89. 

* Thid., p. 08. . 

^ Minutes of Evidence, Committee oa Finance and Industry, Vol. I, pp^ l&l-88i 
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industries approaclied the Bank through different channels and 
in many instances she freely gave the aid and advice which were 
sought from her. Ind'eed the association of the country’s 
Central Bank with certain schemes of industrial reorganisation 
was unprecedented in the banking history of England and was 
assuredly an extension of her functions which requires caieful 
consideration. Ti^e Lancashire Cotton Corporation, an ambi¬ 
tious scheme for bringing about reorganisation in the American 
section of the Lancashii-e cotton industry, was th(i outcome of 
the initiative of the Governor of the Bank of England and had 
the direct financial support of the Bank. The part played by 
the Bank of England in particular and by the banks in geneial 
who were the largest ert'ditors in bringing the scheme within 
the realms of practicability was very imiiortant. In fact the 
preliminary investigations could not havcj been brought to a 
successful completion without the advice and help afforded by 
the Central Bank.* Coining to inilividual concerns, the Bank 
rendered unselfish assistance to the armunnent firm of Arm¬ 
strong & Co., Ltd., and the steel firm of William Bcardmore 
& Co., Ltd., in their reorganisation schemes.“ The Bank of 
England had its own technical advisers, there were representa¬ 
tives of tlie companies, there wx'ire representatives of the banks 
interested, and a scheme was devised as the result of discussions 
among all these. 

I 

The Securities Management Trust (19'20 ): 

Towards the close of 1929, the Bank of England formed a 
subsidiary company, called the Securities Management Trust, 
the entire capital in which was held by the Bank. The prin¬ 
cipal object of the Trust was to assist the pi'ocess of rationalisa¬ 
tion and reconstruction in industry. As Sir Ernest Harvey 
stated in the course of his evidence before the Macmillan Com¬ 
mittee, “ The objects of the Securities Management Trust are 
to advise industries, to. examine schemes for rationalisation, 
reorganisation, etc., to advise where schemes may be unsound 
if we do think so, to the extent to which it is legitimate for us 
to do so, to provide in some cases some of the initial money, to 


1 The Statut, Febrnaiy S. 1029, p. 176. 

s Evidexloe of Sir E. M. Harvey, Deputy Goveroor of the Bank of Eng¬ 

land, before the Macmillan Committee.-—M»ntite« of Evidence, Vol. I, pp. 62-68. 
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ensure that schemes are of such a nature as to justify appeals 
for financial aaBia tftTir.Q in other quarters ’ ’—^the intention 
always being to get industries in a position in which they 
could appeal to investment credit. The distressed industries 
seeking help must first put their own house in order. The 
Company would not provide its own money or ask the investing 
public to do so in order “ to bolster up any industry which 
in the absence of adequate reorganisation is in itself obsolete 
and inefficient or uneconomical and which has no chance of 
meeting on a proper competitive basis the competition of new 
and reorganised industries in foueign countries. The Board 
of Directors consisted of business experts so that it might have 
the very best guidance with regard to industrial conditions and 
when occasion arose, might have the proper machinciy lor 
examining the merits of particular schemes of industrial 
rationalisation requiring special financial support. The direction 
of the Trust’s economic research was undertaken by Prof. 
Henry Clay. Sir Charles Bruce Gardner, who had a long 
experience of iron, steel and kindred industries, was appointed 
Managing Director.’' When schemes . were brought before the 
Company, they were at first examined by the directors who 
were the experts. They were then put up before the full direc¬ 
torate including the Governor and other representatives of the 
Court of the Bank. Thus it was made sure that the schemes 
were financially sound and their capital position was not saddled 
with prior charges. It was only then that the Court might 
find for them moderate amounts of initial cash. The sympathy 
and support of various financial circles were also milisted in thia 
connection. It was never intended that the Bank would con¬ 
tinue to exercise its parental control and guidance over the 
industry permanently. As soon as the industry was put on its 
feet and could feel assured that it coidd fairly appeal to. the 
investing public, the Bank would withdraw and secure the 
release of its money so that the same might be made available, 
if necessary, for the help of other industries. The industry, 
on the other hand, free from the Bank’s supervision, would go 
back to its ordinary management and seek its finance from the 
ordinary sources. The idea behind the whole scheme was to 


1 Minutes of Evidence, Committee on finance and Indnstiy, Vol. I, p. Sd. 
* The Bankers* Magazine, 1980, p. 729, 
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bridge the gap when the inventing public would not take up an 
ijidustiy which w'as in a distresaed condition,” 

The S. M. T. served a useful purpose and became an 
intelligence department. It played a leading part in imple¬ 
menting and iinancing two important industrial rationalisation 
sciiemes, viz., the Jjancashirs »St(^el IVust and the Wigan Coal 
Cor]X)ration. In the case of the former it took over the whole 
of the A'SOO.OOI) ‘ B ’ oi’dinary shares. 

The Bankers Industrial Derelnptwnl Company U930): 

The estiiblishmeiit of the S. Al. T, was followed, in April, 

by the <'miiion of the Bankers Industrial Development 
Company with tlx* (fovernor of the Bank of Kngland as 
tlhairnuin. Tt was a j)rivate <‘onipany having a nominal capital 
of .i*(),()()(),()()() divi<led into two classes of shares, 45 ‘ A ’ and 
15 ‘ B ' shares of Ul(M),()()() each. .f:*4,50(),0()0 were sub¬ 
scribed by practically all the loading deiMtsit banks and 
merchant hankers and finance houses and .-£1,500,000 by tlic 
Bank of Eng’and. The* capital could not be called up to the 
extent of more than 25% except in the event of liquidation and 
Uk* whole of the .4:1,600,000 subscribed by the Bank of England 
Imd to be jiiaid up before the rest of the subscrilwrs could lx? 
called nixin to pay anything in excess of tliat 25%‘. The 
general objects of the B. I. 1). may lx> described as having to 
investigate and advise on all manner of financial, economic and 
industrial questions, to aid in the formation and carrying into 
elTeet of schemes and arrangements relating to the financing, 
development, co-operation, amalgamation, reconstruction or 
reorganisation of firins, companies and businesses of all kinds.* 
In practic.e its main function was to encourage schemes for the 
rationalisation of British basic industries when brought forward 
from within the industry.® The B. I. .D. used to subject every 
scheme for rationalisation it received to a thorough and careful 
invei^igation from all points of view. It proceeded very 


1 Bvidence of Sin Cliiy Oranet.—Oommittee on Finance and Industry, Minutes vf 
Evidence, Vol. II, p. 288. The board of directors of the B. I. O. consisted of (a) Baron 
Schroder of Schrodors, (b) Mr. Peacock of Borings, [e) Mr. Wagg of H. Wagg & Go., 
(d) Sir Clearies Bruce Gardner, (e) Sir Guy Granet-. 

> Letter to the writer from Sir* Charles Bruce Gardner, a director of the B. 1. I>., 
dated the 21st Jannary, 1985. 

* The Times, Trade and Engineering Supplement, Banking Section, June, 1980. 
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cautiously, always taking account of the fact tliat money found 
for rationalisation in one place might have injurious repurcus- 
sions somewhere else. It frequently invited, as it did in the 
case of the steel industry, representatives of the trade in which 
the neorganisation was to take place, from the various districts, 
to participate in discussions with a view to clearing away diffi¬ 
culties and evolving useful lines on which the rationalisation 
should occur. When after a minute investigation the position 
and possibilities of the proiwaition had been carefully assessed, 
and it was found to deserve the supfx)rt of the B. 1. D., it then 
tried to construct a security which it could offer to the public 
with its backing. In the case of such an apyttoved scheme, 
however, it would not provide the ncccssaiy finances itself. It 
was not constituted as an Industrial Bank with immense 
resources of its own for investment in apy)rovcd industrial con¬ 
cerns. The promotion of rationalisation schemes or their direct 
financing was not its business. It made arrangements for the 
provision of the necessary finances through tlie existing 
agencies, obtaining all the new capital for Industrial reorganisa¬ 
tion through the ordinary investment channels.' Its functions 
were essentially those of an intermediary between industry and 
the capital market. Here again it was never intended that the 
B. I. D. should find the money recklessly or take the risk 
wholly, leaving the company without any responsibility at all. 
As regards the staff of experts necessary to examine the scdxunes 
of rationalisation that might Ik; submitted to it, It entirely 
depended on the number and variety of the schemes considered 
and arrangements were made by tire Bank as it thought neces¬ 
sary from time to trrne. Although financial guarantee was not 
contemplated by the B. I. D., it uas apparent from the traor 
of Sir Guy Granet’s evidence before the Committee on Finance 
and Industry that it was not entirely precluded.* 

The B. I. D. necessarily dealt with big propositions. They 
had got to be schemes of rationalisation and even these would 
under the Charter relate to basic industries. Here again the 
initiative was never taken by it but came from the industry 
itself. “ It would be a dreadful thing,” said Sir Guy, *' if 
industry thought that here was a body of bankers and eco- 


» The Economist^ April 19, 1980, p. 875. 

® Kvidonce of Sir Guy Qranet.—Committee ou Finance and Industry Vol- JI 
pp. 388^9. . 
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nomists who were going to tell industry how they ought to be 
organised.” Although in strict theory, it could not do any¬ 
thing except receive a scheme which was submitted to it, as a 
matter of fact, it had to do a good deal of work by conversation 
and intercourse. Nothing Avas to he suggested initially by the 
B. I. B. but things were frequently discussed before they came 
uj) to it in the form of a scheme. 

The B. I. B. Avas a unique body representative not only of 
every important bank and issuing, bouse in the countiy but 
even of the Bank of England. If has been truly characterized 
as a national consortium of British bankers, “ a jjartnership 
betwoen the Bank of England and the leading Houses of the 
City formed to make aA'ailablc for British industjry the amplest 
resources of the nation.’” It Avas formed at the first instance 
for 5 years and its existence VA'as extended in 1935 for further 
five years, namely, until March 31, 1940.* It made a good 
start and appeared to be destined to play an important role in 
the reorganisation of British industry. A number of capital 
issues Averc made under its aegis. As examples of various 
schemes for Avhich the B. T. B. assisted in providing finance 
cither by a public issue or by private arrangement, the follow¬ 
ing may be mentioned *:— 


1. The Lnnensliire C-ottori Corporation 

2. National Shipbuilders’ Security 

3. Stewarts and Ijloyds, l.td. (Corby scheme) 

4. Ouost Keen Baldwins, l.td. (Cardiff scheme) 

fl. Partington Iron and Steel, Wigan Coal and 
Iron, Messrs. Poarson and Knowles, and 
Messrs. Hyland Brothers 

6, Dorman Lung & Co., Ltd., the South Durham 

Steol and Iron & Co., Ltd., and the Cargo 
Fleet Iron Co., Ltd., merger 

7. The Spindles Board 

8, The New Jnrrow Steel Cc., Ltd. 

9. John Summers & Sons, Ltd. 


£2,000,000 

£1,000,000 

£3.800.000 

£2,032,000 


£1,7.50.000 


£2,300,000 
£ 2 , 000,000 
£1,000,000 
£4.288,IKS 


From the very beginning the B. T. B. was never intended 
to be a permanent feature of the British banking structure. 
It has always been regarded as an ” emergency stop-gap ” and, 
during its entire career from 1930 to 1940, it did not deiriate 

1 S. E. Thomu, British Banks and the Finance of Industry^ p. 160. 

* Letter to the writer from the Secretary*, Bankers Industrial Development Com¬ 
pany, dated the 16th May, 1989. 

* The StaiisU December 22, 1982, p. 968; The JBeonomist, December 22, 1982, 
p. 1190. 
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fnm that concept. On the outbreak of the War in 1939, the 
abnormal conditions created by it led to a. cess;ation of its activities 
and it laid down office in Fchnnny, 19-10, As a token of its layinfj 
down of office, its nominal capita! was mheed from £0,000,000 
to £6,000 and all but £1,050 of the paid-up capital was repaid. 
But a skeleton of its oreanisjillon ^Yas kepi up in the ex]iectat.ion 
that the services of some such instifnti<Mi niif_dit be iirjjeiilly n?- 
quirt^d to help in the .sohilioii of the ])robi(*ms of fsist-war indus- 
tria' readjustment and n'consirnoliou.' 

Tt must, however, ho |x>inted ont that the B. 1. D. had 1o 
w'ork under certain limitations. Its kcojjc was rather restricted. 
It adopted as one of its unidinir principles that a. scheme must 
relate to an . industry' or a comnlct/' section of it and not an 
individual enterprise. But a lar<je portion of the industrial 
undertJikinpfs of the country Is comprised of businesses of 
moderate size which are in n-''cd of canital re-eqnipmeitt and 
general overhaulinji. Thev are not sufficiently known to make 
a direct appeal to the market with prr)spects of success. The 
B. T. D. was not of anv help to them.® Ajjain, the Institution 
was not in a position to perform one of the main functions of 
an ordinary issuiniQ[ house, ri?., to support its issues in the 
market after tlveir appearance. It \\'as more akin to a bank 
than an issuing house, able to Vive unarantces. to-snread its risks 
and to support its offsprinu. In Ibis connection the fate of the 
debentures issued by the Tiancashire Cotton Corporation may bn 
recalled. They were at first mioted at a hears' discount. 
Besides, prosperous industries were neither entitled nor were thev 
willinp to app’y for help to the B. T. D. which entertained aimli- 
cations for assistance solelv from distressed industries as a whole 
—applications, it should lv» rcjnernhered. n>ade on the initiative 
of such industries.* ' 

As early as 1930, Mr. ft. Ft. TTammersley, M. P., charjred 
the B. I. T). unth pursuing a policy of reconstnictinsf industry 
through the Aveakest units, a poliev which wou^d load to what 
he called aggregation of financial “ lame ducks.” * But it will 
not be quite correct to say that the B. I. T), failed to ftilfil the 
purpose for which it was created. In a large measure it 


* The Beonomist, Bankiiif; Bnpplement, flfiptember 20, 1941, p. 5. 
» The Banker, April. 1981, p. 19. 

* Till! Banker, July, 1981, p. 10. 

^ The Boonamiet,’ ^ptombier 27, 1980. 
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achieved a part of its object and may generally be said to have 
justified its existence. Sir Ony Granet assured the Mae.millan 
Committee that it had done a great deal of good and really us(dul 
work. The advantage of the Jl. I. D. npjx'ars t(» (’onsist in the 
fact that it had to assume risks which an onlinary issuing hoiue 
could not afford to do. A private issuing house will not issue a 
debenture on a new pnispeel. But the B.T.l). had to issue or 
find monev for something which was bafsed to a certain exk'nt 
on estimates of what was going to liappen in the futiire. Tt had 
to issue securities which, although in its opinion (piik' good and 
heiicficial to industry, were such as a priviife issuing house could 
not afford to issue. But the ])nblic had this assurance that 
though the risks were of .a character wliieli an ordinary ispue 
house, would not put on the market, yet the sclienv< was one 
whicl) bore the imprimatur, the hall mark (ff a])prova' of a 
n?sjx)nsible body and put forward on their responsibility, if not 
on their guarank*?.' Complaints have been made in some 
quarters that since its inception the Company did comparatively 
little and made only a ver^' few issues.® But i< is apt to 1 m; 
forgotten that it had got to protwd very <*:iution8ly. Tt had to 
conduct elalwratc investigations ink) th(» d(*lails of the schemes 
presented to it for examination, the primary consideration always 
being to find out whether the groupimr was going to effect sub¬ 
stantial economies in production. All this must take a good 
deal of time to investigate and check properly. Tt had not a 
whole group of experts who con'd be ('ni])loyed to examiiK; three 
or four schemes simultaneously. Sir (riiv rightly observed, “ T 
do not think we can go ahead and prodiuT a scheme a week. 
The more one goes into it, the more one finds that it is roaljy 
necessary k) act slowly,” As regards the cliarge. lhat the scope 
of the B, T, D. w'as limited to very large; schemes of rationalisa¬ 
tion relating solely to basic industries, we had the assurance 
from Sir Cuy that in case of a scheme being considered to be 
beneficial to industry, he would not care whether it was a basic 
industry or not. The influence of the B. T. D, in the industrial 
field must not, however, be placed too high. The authorities 
of the Company did not themselves claim that it would act as a 
panacea for all the industrial ills of the country. 


* Evidence of fiir Ouy Qranct. Committee on Finance and Induatry, Minutes >/ 
JBfOtdenea, Vol. IT. 

• See The Banker, April and July, 1981, p, 990. 
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From the preceding discussion, it is abundantly clear 
that in the intor-war period the British jointstock banks and 
even the Bank of England associated themselves with industries 
in a manner they bad done ncA'er before. Tlieir attitude to¬ 
wards industry appears to have been considerably modified 
during the period. 'Phe tmipient charges levelled against them 
that their attitude to indnstiT was “unduly rigid, unsympathetic 
and detached “ cogld no longer l?c strictly maintained. During 
the decade 1920-.30, \v(f liaA'c .«cen above, the coniinitnients 
of the Britisli banks in national industries were not small. 
Bank chainnen, in their annna' speeches of 1920 and 1930, 
|)ointed out that the financial liolp I’cndercid by the banks in 
eojinection Avith rationalisation schemes had brought them near 
to “ saturation jioint “ and that they could not Avisedy extend 
their commitments further in that direction.* Tnd’ei?d the banks 
entered the industrial field in such a manner that they AA'ere 
accused of (Vviating from the recognised canons of commercial 
banking. In some quarters a feeling aa'ss even eA'ident that if the 
bankers w(!re to lie criticistvl for tlwir attitude toAA’ards industry 
during this decade it AA'ould be Tor their too great a readiness to 
stand by industry in the matter of banking facilities.* Mr. 
C. T. A. Saad, Asst. Gkmeral Manager of the Midland Bank, 
maintained in a recent speech in defence of hanking in relation 
to industry that banks erred on the side of giving too much 
credit mther than too little.* 

This trend in British banking practice must not, hoAA^ever, 
be interpreted as a deliberafe departure from tlie pre-war tradi¬ 
tions o'f English de|x>ait banking. Tt w'ill be mis'eading to say, 
as is often contended,* that the British Banks Avere approximat¬ 
ing in any way to the pre-war German banks just as the post¬ 
war German Banks were becoming akin to the English deposit 
banks as they stood before the War of 1914. 

The orthodoxy of British banking remained unshaken and 
unbroken. There is ample evidence to indicate that the bank 
chairmen considered such extension of British banking activity 
as an infringement of fHe pure theory of banking and would 


> a. the rresideniia] Address of the Hoii*bIe Bnpert Becket of Msnehester and 
District Banker's Institute on KHh January. 1980. 

* The Bankers* Magazine, February, 1930, p. 166. 

* Quoted in tfie Bankers' Magsusme, July, 1984, p. 60. 

^ See Parker Willis & B. H. Beekfaart, Foreign Banking Systems, p. 48.. 
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not under any circumstances approve of it even though it were 
advantageous for industry. Wliile they repudiated the sugges¬ 
tion that banking assistance to industry was iu.suiheient, they 
emphatically pointed out that it was not tlie function of banks 
to find tlie permanent funds required for capital expenditure. 
A i)erusal of the annual speeches of the Chairmen of the Big Five 
during the i)eriod under review shows that they were still cling¬ 
ing to the traditional views of British banks being essentia ly 
receivers of short-term deposits and makers of short-tenii loans. 
Mr. Bf'aumont Pease of the Lloyds Bank, Mr. (foodenough of 
the Barclays and Sir Harry Goscl»eu of the National Provincial 
specially emphasized in their addresses that the functions of the 
English jointstock banks had always been to provide money for 
the current iK^eds of industry and they viewed with alarm any 
change in their i)olicy w'hich w'ould lock up their resources in 
machineiy, bricks and mortar. They stressed the |H)int that 
the banks had neither Uki necessary detailed knowledge of the 
conditions of an industry as a whole nor were they sufficiently 
acquainted with the technicalities and hence they could never be 
advised to embarki on a jwlicy of industrial financing. The 
main tenor of the evidence'of tlw prominent hankers Iwjfore the 
Committee on Finance and Industry was also to the same effect. 
Mr. Cfoodenough thought it extremcsly undesirable that British 
banks should act in the manner of German banks and issue long¬ 
term loans for British industry. “It w'ould militate against 
the liquidity of the banks.’” Mr. Beaumont Pease regarded 
the recent extension of the activities of the British banks 
as definitely a departure from the pure theory of banking w'hich 
was forced upon them by the exigencies of tlie moment, and he 
believed that developments of that kind would be wholly inappro¬ 
priate for banking institutions.* Not only the chairmen of the 
jointstock banks but the Governor of the Bank of England also 
considered that the cultivation of any relations with industry on 
the lines of the German banks or of the American security affi¬ 
liates was wholly unsuited to British tradition, mentality and 
capacity.* The British bankers are always averse to the grant- 


I Committee on Finance and Industry, Minutes of Evidence, Vol. I, 89. 

9 See Mr. Pease's replies to the Chairman's questions.—Committee on Finance 
and Industry, Minutes of Evidewe, Vol. I, p. 138. 

* Kvidence of Mr. M. Korman.—Corninitt-ee on Finance and Industry, Minutes of 
Evidence^ Vol. II, 996, 
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iug ot credits for a period longer than a year, for such would 
of the nature of permanent capital. It must also be noted in 
this connection that whenever the banks were obliged to lend for 
comparatively long periods to industiy, they made it clear that 
either such loans were not considerahie or that they were forced 
by circumstances to make them absolutely against their will. 
Thus there is not the shadow of evidence to prove that the 
bankers were in any way inclined to modify their traditional 
views as to the functions of British banks and reconsider their 
position with regard to industry. The function of safeguarding 
the depositors’ money by scrupulously keeping the assets in a 
liquid form was and still is the first consideration with British 
banks.* Mr. Thomas had declared in his Manchester speech 
that the banks were in agreement with him as regards long-term 
financial assistance of industries. But there docs not appear to 
be any indication that they were equipping themselves for that 
task. In order to do that, without immobilising tlie funds held 
by them as deposits, substantial increases in their capital were 
necessary. But there was no sign as yet that the banks were 
considering a move in that directio]i. Tlys fact that British 
banks remained invulnerable in the crisis of J9dl while banks 
in very few countries were able to escape unsefathed from its 
effects has amply justified the position taken up by the 
British bankers. The history of foreign banking was most 
unhappy during the years of the crisis. Misfortunes overtewk 
a great many of them while not a tremor shook the Britisli banks, 
nut a whisper of attack was made against them. 

The relations of the Bank of England with the S. M. T. 
and the B. I. D. must be carefully considered in this connec¬ 
tion. The association of the country’s Central Bank with 
industry through these subsidiaries has given rise to a good deal 
of discussion. It has been urged that it should never be the 
function of a Central Bank to associate itself with industry in 
any manner. But the ^relations have really been misunder¬ 
stood. The authorities of the Bank made it clear to the Mac¬ 
millan Committee that ordinarily it was never the duty of 


^ C/. “ Our depotiita are. repayable on flemaiid at- Hhort notine, our advances must 
be arranged on tho same conditions. In making an advance we must be reasonably con* 
fident that the transaction will be selMiqiiidating in a comparatively short period or 
alternatively that the amount advanced will bo forthcoining with reasonable prompti¬ 
tude in the event of a demand ior repayment being inado." (Speech of Mr. W. TiUce. 
Chairman of the Barclays Bank, January, 1936.) 
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Central Banks to finance industry directly. But desperate 
diseases, as Sir Ernest Harvey, the Deputy Governor of the 
Bank, apt'y remarked, required drastic remedies.* As regards 
the S. M. T., the Bank of England, owing to the abnormal 
conditions, came to be possessed of certain securities for parti¬ 
cular purposes. This business was not a part of the Central 
Bank’s normal duty and henoe the S. M. T. was formed to take 
it over and conduct it in another building. Tlie B. I. D. also, 
as Mr. Montagu Norman, the Governor himself, put it, was an 
abnormal effort for an abnormal occasion—a step of an unusual 
character prompted for the general welfare of the country with 
a desire to give a helping hand, and absolutely unnecessary' in 
normal times. The initiative wjis taken by the Bank as there 
was nobody else to tiike it and as a matter of fact the B. I. D. 
was not associated with the Bank in any real degree.* 

But the Bank of England, though the most outstanding 
examp’e of a Central Bank associating closely with industry, is 
not the only instance of its kind which may bo observed in the 
post-depression period. Indeed one of the most striking d'evelop- 
ments in central banking during the {reriod was the authorisa¬ 
tion of central banks to grant industrial credit. The shortage 
of industrial capital in the years after the first World War had 
led central banks to undertake many functions which were 
markedly divergent from the traditional principles of central 
banking. Tliey bad to conceive it as a part of their duty to the 
community to preserve business from the consequences of its 
own errors and even to make direct loans to industry in the 
event of need. In the years after the depression this tendency 
for central banks to furnish industrial credit was particularly 
striking. Indeed in some countries the statutes of central 
banks were amended to enable them to make direct loans to 
Industry. The Federal Reserve Bank Act of June 19, jl934, is 
perhaps the most important piece of legislation in this respect. 
The Reserve Bank of New Zealand was empowered by the 
Amending Act of April 8, 1936, to grant accommodation by way 
of overdraft to the Government and to ofiicial organisations to 
finance the purchase and marketing of New Zealand produce. In 


^ Evidanoe of Bir EmMt IfnamTe Hairqr* K.B.E.—Committee on Finenee 
and Industry, Minutsi of Eeidenoa, Vol. I. p. dQ. 

* MinuU 9 0 / EMence, OommiltpB on Finance and Indostty^ Vol. n, pp, S94-9d. 
8--17a9B 
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March, 1938, a bill was introduced authorising the Beserve Bank 
to finance an ambitious scheme of Government steel production/ 
A more recent innovation is the Industfial Fiwince Department 
created by the Commonwealth Bank of Australia to provide 
finance for establishing anH developing industrial undertakings.* 
The bankers have not only been reluctant to relax their 
conservative codes of banking practice in regard to industry but 
have also believed that there is no gap in the financial system. 
The banking view is that industries generally do not find any 
difiicu ty in getting their money even for long-period purposes. 
Sound business propositions are seldom unable to obtain the 
assistance they require or desire. There is no need for provid¬ 
ing a special mechanism for long-period industrial issues. The 
mechanism is already there and functions well—'was the em¬ 
phatic declaration of Sir Guy Granet before the Macmillan Com¬ 
mittee. Mr. Montagu Norman also believed that industry 
depended on the issue house only for a fraction of its require¬ 
ment. The mass of money in industry was really foimd 
through the brokers whose capacity for finding money was very 
big indeed. Existing agencies in the opinions of both of them 
were quite sufficient for normal times. Sir W. H. Goschen, 
Chairman of the National Provincial, also observed before the 
Macmillan Committee that the existing facilities for long-period 
loans for British industries were not inadequate and even in the 
case of the smaller industries, if these w'ere good propositions, 
opportunities for getting flotation facilities wens not lacking. 
He believed that there were institutions in London which were 
prepared to lend to small industries. He did not agree that 
industry had ever been unjustifiably refused money that was 
necessary.* 

But the industrial point of view is that though the banks’ 
services have been reasonably satisfactory to industry according 
to their constitution and the conditions under which they 
operate, they are insufficient. There has been for some time 
past a widespread feeling that it is necessary to call into being 
an additional specialised institution to assist industry with its 
requirements of finance of a character which the ordinary banks 


^ See the present writer's Article in the Calcutta Review, May-June, 1940 C* Haoent 
Developments in Central Banking *'), also “ Money and Banking " (League of Natioiie)^ 
1987-88, Vol. n, |>. 20. The Bankert'^ Magazine, April, 1938, p. 681. 

* The Statist, International Banking Section, December, 6, 1946, p. 18 l 
■ Mffitttff of Svidonaa, Committee on finance ud Induatiy, Vdl« I, p. 188. ' 
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are unable to provide. There is a gap which has to be bridged. 
It is very difficult to obtain money for many useful enterprises 
through any of the existing agencies. A new channel is wanted 
—something in between the ordinary issue houses and ordinary 
banks—a means for providing the appropriate mechanism for 
long-period industrial issues. There was amp'e evidence before 
tbc Macmillan Committee to indicate that small and medium- 
sized industries laboured under great difficulties to raise this 
long-dated capital. Big public companies can obtain their re¬ 
quired finance by a public issue but a small manufacturer 
engaged in a new type of industry is frequently handicaped for 
want of capital. Whenever he tries to raise money, he finds 
that his apidication receives no response from the lenders. They 
consider his particular business as untried and speculative and 
for that very reason are reluctant to risk their money in such 
enterprises. The requirements of the small and medium-sized 
industries are not considerable; they rarely exceed ^910,000. A 
business proposition of ^5,000, j6i 6,000 or even £100,000 is 
not sufficiently attractive for the financial houses or investment 
trusts. Small propositions are turned down by the financial 
houses as they will not justify the expenses. The investment 
trusts are also not interested in them as they would have no free 
market and would require continuous and close watching. No 
banks will ordinarily lend such an amount involving a lock-up 
for more than a year. Hence the capital has generally to be 
placed privately. That is not only a lengthy business but has 
also unsatisfactory results. 

But in the declining conditions of the export trade of British 
primary industries, the smaller indusjtries are precisely those to 
which all possible assistance should be extended. Thens is an 
evergrowing overseas market for their products. The Com¬ 
mittee on Finance and Industry' frankly recognised in their 
Beport the difficulties confronting the small and medium indus¬ 
tries and believed that there was really a gap in the financial 
machinery. The gap, frequently referred to as the " Macmillan 
gap,” because it was first authoritatively defined in the Beport, 
covers two separate needs, that for ” intermediate ciedit,” too 
long for bank credit and too short for the new issue market— 
and that for ” small mai^” whose capital requirements are not 
large enough to be handled economically by the new issue 
market. They stressed the necessity of forming a special insti¬ 
tution which would devote itself particularly to the smaller 
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industrial and commercial issues and suggested the lines on 
which it might evolve/ 

Ever since the Macmillan committee drew attention to the 
existence of this gap and suggested the formation of a special 
company to devote itself to smaller commercial and industrial 
issues, their observations have been the subject-matter of pro¬ 
longed discussion. There is a kind of wide y held impiession 
doubting the power of the City in the development of the country 
and the bankers for some time past have been endeavouring to 
remove that impression by initiating discussions among them¬ 
selves 4n order to devise a new and satisfactory machinery for 
meeting the need of the small and medium-sized industry. A 
number of ideas have already btien put forward for carrying such 
a scheme into effect. The hint was given by Mr. Beaumont 
Pease, Chairman of the Lloyds Bank, in the 75th ordinary 
general meeting of the shareholders lield on February 4, 1933. 
Ho appreciated the need for such an institution and staled in the 
course of his address that steps for its formation were being 
taken. “ I agree,” said he, ” that some organisation for pro¬ 
viding finance for intermediate loans of moderate means and for 
comparatively short periods which would fill the gap betvween 
ordinary banking loans and those for a longer duration and for 
larger sums would he a desirable addition to our financial 
machinery. Steps for the formation of such an organisation 
should be and, I may say, are being taken.” 


Credit for Industry, Ltd. (1934): 

Of the many schemes devoted in aid of the small industrial¬ 
ists the one that ultimately came to hold the field was the Credit 
for Industry, Ltd.* It was launched in March, 3934, under 
the aegis of the United Dominions Trust, of which the Bank of 
England had become the largest shareholder by the acquisition, 
in 1930, of 260,000 ‘ B ’ shares of £1 each. The new Com¬ 
pany aroused a great deal of intenest inasmuch as it was the first 
company of its kind, specializing in the provision of capital for 
plant and other purposes for the small and medium-sized busi- 


> Beport of the Committee on Finnnee and Todnetry, emd. 8897 (1981), p; 174. 

< I am indebted to Mr. A. C. Uren, Managir, Credit for Indnatiy, Ltd., to fome 
naefnl literature conoeming the Company* 
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nessesi which could not, by reason of tiieir size, economically 
satisfy their requirements through the issuing houses.* The 
initial capital of £250,000 was furnished by its sponsor the 
U. D. T. and would be increased from time to time as required. 
Additional finance was to be raised by the Company’s borrow¬ 
ings from banks and other sources and by tine issues of deben¬ 
tures (Jr short-dated securities. Its particular interest would be 
in the sma 1 and medium-sized industries but it would Ivj pre¬ 
pared to provide credit for all types of industry. The financial 
facilities granted by the Company would be of a more perma¬ 
nent nature as distinct from the temporary accommodation of 
the banks. The maximum amount that would be advanced was 
limited to £50,000 and was to be for periods running from 2 to 
20 years.* The loans were to be repaid at an agreed rate over 
an agreed jM'riod. Though the loans would be for a fixed period, 
the borrower would have the right to repay the loan at any time 
within the period fixed. No loan would be ma^ unless the 
borrower’s bank was in general agreement that the loan W'ould 
benefit tlic concern and unless also the bank at the same time 
was wi'ling to continue its ordinary banking overdraft facilities 
according to the requirements of the business.® No loan would 
be granted merely for the purpose of repaying an old loan; nor 
Avould any assistance be given -which w’ould have the mere effect 
of increasing imports into the country. During tlve currency 
of the loan the assets of the borrowing concern would be charged 
by a simple charge or mortgage in favour of the " Credit for 
Industry, Ltd.,” at least to the extent of the loan.* The 
annual interest on the loans for the time being w'ould generally 
be from 4|% to 6% according to the circumstances of the case. 
Apart from interest, there would be no extra charges except 
actual, legal or other costs incurred in connection with the 
making of the loan. It would not participate in the profits of 


* It was constituted with a strong Board of Directors with Mr. J. Gibaon Garvice 
aa Chairman, fllie other membera were Mr. H. B Pearson» Sir C. Bruce Gardner 
(Director of (he B. I. D. ft Mane., Director, 8. M. T.), Capt. C. E. Benaon, D.8.O., and 
Mr. D. Carmichael, M.A., LD.B. 

* The Economist, Banking E^ipplement, May 12, 1984, p. 6. 

* ** The Company has no intention of usurping the functions of the ordinai 7 banks. 
Hie facilities to be granted are supplementary and complementary." {Monty for 
Industry, a brief review of the functions of the C. F. I., Ltd., Begis House, London.) 

^ The security might take the form of a debenture in the case of a limited com¬ 
ity or a mortgage on real or heritable property.. Other types of security might also 
be oQBiidored. 
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its borrowers nor would it accept, as any part of its reward, the 
issue of bonus shares. The Company would not finance new 
inventions or the acquisition of existing businesses. It was a 
lending rather than an investing institution. Its real purpose 
was to assist the further development of such enterprises as had 
already succeeded in building up a business to a certain point 
and provide the finance to make the development possible. 
Such concerns must have a satisfactory trading record for a 
number of years and must be at the time of assistance well- 
managed and in a sound financial position. A reasonable super¬ 
vision would be exercised over the actions and methods of the 
borrowing entemrises but there would be no interference what¬ 
ever and no attempt at control so long as a c.oncom was being 
fairlv well conducted.’ The undertaking was in the nature of 
a verv interesting exneriment and its activities will b“ carefully 
followed in more than one country. Even the Chancellor of the 
Exebeouer observed in a speech delivered a few months after 
its inception that its further progress would be watched “ bv 
us not onlv with svmnathv but with earnest desire that it would 
succeed in fiVin" what was uodonbtedlv a gan hitherto open in 
our credit svstem.”* A numher of applications for financial 
assistance, ran<»Tnff from a few hundred pounds up to the maxi¬ 
mum amount the Comnanv was empowered to furnish, came to 
he received hv the rornnnpv immediately after its ineen+ion 
and 77.000 of its initial capital had already been lent hv .Tune 
30. 1034.* If the scheme is onerated with vision and iudement 
and the hap on new inventions is pot intemreted too rim'dlv so 
as to exclude new industries still in their earlv stages of develop, 
ment. it will prove to be of immense benefit to the small and 
medium-sized businesses. 


> ** The Company will not interfare with tha control of any borrower*! bnaineaa 
mrp<nt in the avent of default on tba part of a borrower or of hia cfatting into financial 
difTicnltiaa. Tba Company's purpose is to provide financa—not to apipraire in industry. 
'Loans will not be (panted for the pnniose of resnseitating derelict or bankmpt ooneams. 
It is not the 'unction of tba Company to provide tba money to start soma one in bnsinasi. 
Its purpose is to aid those already angafred in business who can show that they can 
improve their position with tba help of additional lionid rasoniras. The Company will 
not taka shares in any borrowing eoneam.'* (See Money for Induetry, op, eit), 

> Speech of the Hbn'ble Mr. Keville Chamberlalni then Ghaneenor of the 
Exchenuer, at the Mansion Honse Dinner to the Bankers and Merchants of tha City of 
London .—The Statesman, 10th October, 1934. 

* The loans after repayments amounted to i!210,523. ^5809,140 and to i6841,49d 
at the end of 30th Tune, 1985, 3986 and 1987, respectively. (Sea Beports and Aooonsls, 
U. D. T., 1935, 1986 and 1987.) 
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I * 

It may be mentioned in this connection that ever since 
attention was drawn to the existence of the “ Macmillan gap/’ 
many institutions ranging from merchant bankers to hire-pur¬ 
chase houses have attempted to fill this " gap:” But their 
efforts have seldom been attended with a large measure of 
success. There was, no doubt, no scarcity of demand for credit 
from rash and unsound borrowers but there was no rush from 
serious propositions. It has, therefore, been contended that the 
” gap ” was far smaller than had been generally supposed. In 
the matter of medium-term credits the British banks have per¬ 
haps been much less orthodox than they would like the public 
to believe. Banking accommodation is not specifically granted 
for a term of years which would rank it in the category of 
medium term investment but in fact it has been left undisturbed 
for a much longer period than would be tolerated by the strict 
canons of commercial banking. This practice on the part of 
the British banks has undoubtedly contributed to the small¬ 
ness of the gap.' 


^ The Seonomiett Jamitty 20, 1015. 



CHAPTER IV 

Commercial Banking Trends in the Inter-wab Period 


The orthodox theory of commercial banking is that 
commercial banks should confine thc'inselves to short-term self- 
liquidating transactions. Their liabilities are demand liabilities. 
It is never safe for them to operate with demand liabilities on 
the one hand and slow non-liquid as.sets on the other. Their 
assets should, therefore, be maintained in the highest form of 
liquidity. This liquidity, as Mr. Sayers has aptly pointed out, 
has two distinct attributes—^ability of the banker to convert his 
as.sets into cash (1) quickly and easily and (2) without loss. 
The speedy conversion of assets into cash would not by itself 
ensure true liquidity. A great deal of the assets may be so 
converted, i.e., easily shifted on to other shoulders, but not 
without a considerable depreciation of their values. It is essen¬ 
tial, therefore, that the assets in order to be truly liquid must 
possess the twin attributes of “ shiftability and “ riskless¬ 
ness. The most easily convertible and riskless asset and 
hence the soundest type of investment for a commercial bank is 
the trade discount or commercial bill. It possesses a degree of 
linuidity far greater than other types of bank loans. Commer¬ 
cial bank loans are largely based upon goods in process of pro¬ 
duction and the expectation is that as the goods move to a 
further stage of production, they will in the normal economic 
process be sold and thus permit the repayment of the loans. 
The essential function of the commercial bank in relation to 
industry consists in the furnishing of circulating or working 
capital as distinguished from permanent capital. The making 
of loans for this purpose helps in the onward march of commo¬ 
dities from the producer to the final consumer. The commer¬ 
cial bank takes its name as it thus assists in the financing of 
commerce as distinct from the permanent assets which are' 
neoe-sarv for the carrying on of commerce. The commercial 
banking institutions mainly devote themselves to what has been 

^ B. Sayers, Modem Banking, pp. fflS-lB. 
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described as " deposit bankingthey receive money on deposit 
and lend it on short-term to commerce and industry in the shape 
of discounts and advances. They are normally unwilling to lock 
up their funds in long-term credits to or participations in 
industrial enterprises. The investment banking function 
consists, on tin; other hand, in tlie raising and mlistrilmtion 
of fixed capital. It is carried on mainly tlurough the purchase 
of shares and debentures of joint-stock companies and their 
subsequent sale at a profit to investors.* 

In the days before World War I the segregation of com¬ 
mercial and investment banking into entirely separate circles was 
absolute and reached its perfection in England. It was also 
jiractically complete in Erance and the linited States. In the 
years after the War the lines of distinction between commercial 
and investment banking grew shadowy and indistinct. There 
was no longer that pronounced cleavage between the two types of 
institutions as regards their policy and practice. The activities 
of the one began to shade gradually into those of the other. 
There was noticeable a remarkable trend among commercial 
banks during the post-war years to adopt the manner and 
prmitice of investment banks. They entered into much closer 
relations with industry than ever before. We have already 
noticed that a change was rapidly taking place in the Continent 
of Europe, sjiecially in (rermany, Avhere the fusion l)etwe.en 
investment and commercial banking had been practically com¬ 
plete. Tlie German banks tended to depart more and more from 
the pre-war practice of combining the functions of commercial 
with those of investment banking in all its aspects. Deposit 
banking which was formerly overshadowed by the importance of 
investment banking and long-term transactions began to receive 
increasing attention from the big banks. Their holdings of 
securities and participations had been considerably reduced jiot 
only in proportions to total assets but in many cases even in 
absolute amounts since before the War. The proportion of 
capital and reserves to liabilities had declined to a great extent 
and was similar to that customary in England and the United 
States. The banks there appeared to have grown keenly alive 
to the grave risks involved in the immobilization of their fundb 
in long-term loans to industry and they had considerably 


^ Parker Willis and J. I. Bogen, Investment Banking^ p. 5, 
9-1789 B 
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modified their methods for long-term industrial financing.* 
They were approximating more and more closely to the pre-war 
English banks, the purest example of deposit banking. While 
the “ mixed *’ banks of Germany were gradually approximating 
to pure commercial banks by shedding their investment trust 
activities^ the commercial banks elsewhere showed remarkable 
trends to develop into mixed hanJting institutions by combining 
investment banking with their legitimate business to an increas¬ 
ing extent. 

We have said that the segregation between commercial 
and investment banking i?i the piv war years wiis absolute. By 
" absolute,” we are not suggesting for a moment that it was 
always easy to di’aw a hard and fast line of demarcation between 
commercial and investment banking. It was often found that 
in practice any particular institution carried on, in addition to 
its basic functions, some banking functions which did not strictly 
belong to it. But generally speaking, the functions were never 
mixed up and integrated. A commercial bank or an investment 
bank kept itself mainly confined to its own legitimate functions. 
In the post-war years there was a general shift of the interests of 
commercial l>anks in favour of industrial banking. This drift 
in their practices, noticeable even before the War, was 
accHintuated in the years that followed it. 

•The status of the commercial bank', long defined as an 
institution of discount, d<!)H)sit and exchange, was profoundly 
modified in the post-w'ar decade. It may be recalled that even 
in England, which is the groat citadel of pure commercial 
banking theory, the joint-stock banks, though involuntarily, 
ndaxed in many cases their traditional attitude of aloofness from 
industry. The relaxation in the strict codes of commercial 
banking practice was considerably greater and, what is more, 
became a part of the deliberate and considered policy of deposit 
banks elsewhere. Commercial bills had since the War been 
declining in importance as a method of investment with com¬ 
mercial banks, while there was a surprising increase in the 
growth and importance of the business of long-term industrial 
financing and all those activities which are known as ” invest- 


1 Memorandum on Coramerciar Banka (1013-20), Leafrim oF NationSi Geneva, 
1031, p. 14. S^ee alno H. Powys Greenwood, Transition Period in Gennany—^Recent 
Devolopmeiita ”—an article in the Timeit, Tratle and Engineering Suftpletneni, Banking 
Number, June, 20, 1920, p. 25. 
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ment banking.” This reflected a fundamental change in the 
nature of commercial banks and' their methods of financing 
industry. Instead of the usual task of providing working 
capital only to industry through the discount of commerciid 
paper, they contributed also towards its fixed capital expenditure 
in a manner they had never done before. There were three 
principal methods by which they were furnishing this long¬ 
term industrial finance. To the extent that they made direct 
investments in shares and Ixinds of joint-stock companies, they 
were obviously contributing fixed capital to industrial enter¬ 
prises. Loans to purchase securities which wens then pledged 
to secure the loans were practically “ vicarious purchases of 
securities,” and' were, therefore, also advances for permanent 
capital purposes. Lastly, their real estate loans involved a lock¬ 
up of resources and were truly a characteristic feature of invest¬ 
ment banking. The undertaking of such kinds of business by 
the commercial banks must mean a definite departure from their 
traditional sphere of business. There was a pronounced tendency 
on the part of commercial banks to devote a considerable amount 
of their resources not only to direct investments and loans on 
security but also to real estate loans. 

It wall not be possible to examine separately and in detail 
the evolution in commercial hanking during the inter-war period 
in each country in the space available. It is proposed here to select 
a few' representative countries, where; the separation between 
commercial and investment hanking was practically complete before 
World War I and stress the main trend's in commercial banking 
practice during the decade 1920-30 and their reversal in the post- 
depression years. 

The United States of America 

Before 1837, the commercial banks in the United States 
\re;re often found to exercise some of the functions of investment' 
banking. But the panic of 1837 and subsequent losses incurred 
by the banks as a result of dealing in securities made them 
recognise the difference between banking with liquid and non- 
liquid assets. Ever since, that period until the outbreak of the 
first Great "War, the business of commercial and that of investment 
banking utere in the hands of separate institutions.* The 

^ Parkor Willis and J. I. Bogan, Tnvesiment Banking^ p, 105. 
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investaient houses, the investment trusts and savings banks, 
mutual and stock, were institutions primarily engaged in pure 
investment banking business. The basic functions of com¬ 
mercial banking werc, on the other baud, exercised by the 
national banks. In line with the theory that tiie national 
banks were commercial banks par excallence, K'vere restrictions 
were imposed upon them by the National Bank Act. These 
restrictions referred eliiefly to the maximum amount loanable 
to a single Imrrower, real (Estate loans, dealing in investment 
securities, receipts of savings bank deposits, etc. The State 
banks though modelled on lines adopted in the National Bank 
Act, were subject to loss severe restrictions. State bank laws 
generally permittc'd mortgage loans and in some cases no limits 
were imposed on advances against real estate security. 


1. Beal histatc Loans : 

Although the national banks uvre put under legislative 
restrictions, yet long before tho War they could be seen drifting 
towards investment banking functions. The laws before 1913 
prohibited national banks to lend on the security of real estate 
or to acqTiire real estate other than business premises except in 
settlement of a debt already contracted. Property so acquired 
had to be disposed of within five years. But in the farming 
regions a large proportion of the advances made by the country 
banks had already become long-term loans secured by land. An 
important step towards the mixture of banking functions was 
taken when the provisions of the Federal Beserve Act suH- 
spquently allowed national banks to accept savings deposits and 
granted a limited permission to make mortgage loans. The 
F. B. Act for the first time recognised the distinction between 
time and demand deposits and laid down the requirement of a 
reserve of 3% (originally 5%) ffir time deposits as against 7%, 
10% and 13% for demand deposits, the ratio depending on 
where the banka were located. As regards real estate loans, 
national banka other than Central Beserve City banks were 
permitted to make five-year loans on the security of improved 
farm land in the same federal reserve district or not more tbati 
100 miles distant from the lending bank irrespective of district 
lines. One-year loans on city realty were also authorised. 
These loans were limited to 60% of the value of the property 
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and could be made up to one-quarter of the lending bank’s 
capital and reserve funds or ono-third of its time deposits. 

There was a remarkable growth of real estate loans in. the 
business of American commercial banks during the post-war 
years. They accounted for the greatest relative increase in the 
credits outstanding of all commercial banks between 1922-29. 
They increased by 128%, wdiilc security loans rose by 77%, 
investments by 43%, and all other loans by only 22%. The 
following table strikingly illustrates this enormous percentage 
increase of real e.stale loans during the ])eriod undtjr review.*;— 

All Commercial Banks (1922-29) (000,000 $ omitted) 



SOtrh June, 

.%(.h' June, 

Percentage 


1922. 

1029. 

increase. 

Boal FiBliHie loans 

1.989 

4,r>40 

128 

Security loans 

fi,52t 

11,518 

77 

AU other loans 

15,194 

18,a67 

22 

Investments 

9,215 

13,191 

4.3 


The majority of these real estate loans made by American 
commercial banka was against urban real property. With the 
onset of the economic crisis, the bulk of these loans became 
" frozen ” and it is feared that a million dollars had to be 
written off on these transactions.* 

2. Loans on Security : 

The tendency of American banks to go in for investment 
banking is manifested further in the rapid growth of security 
loans during the post-war years. Commercial bank loans on 
securities in the United States rose from 6,780 million dollars 
in 1922, representing 24.4% of the total loans, to a peak of 
$130,026 million in 1930 representing 38.6% of the total. All 
other loans rose from 15,362 million to 16,700 million dollars 
only during the same period.* Although real estate loans showed 
the greatest percentage increase, security loans accounted for the 
greatest absolute increase in the credits outstanding between 
1922 and 1929. 


1 Memorandum on Commercial Banke 0926-88), Lc!ag:ne of Nations, 1084, p. 237. 
* R. W. Goldschmidt, The Changing Sirwiure of American Banking, p. 81. 

■ Based on data publidied innbe Annaal H^rts of tho Controller of Currency. 
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3. Investments: 

The entry of the American commercial banks into invest¬ 
ment banking business is also evident from the enormous growth 
of investments in the post-war years. Although the national 
banks were prohibited from doing business in investment 
securities, bond investments by banks had been accomplished as 
far back as 1900 without any spee-ial legal sanction. The 
corporate powers of the national banks permitted them “ to 
(liscoiwt and neffotiats promissory notes, drafts, bills of exchange 
and other evidences of debt.” This became the banks’ 
authority for dealing in investment securities and under it, with 
the approval of the Comptroller of Currency, they created their 
bond departments. Their authority for the creation of such 
departments was, however, somewhat doubtful and their* 
establishment was sanctioned by the Comptroller because the 
law empowered them to d'eal in other evidences of in¬ 
debtedness. 

The American banks have always invested a considerable 
portion of their resources in securities and the movement may 
be traced to the years before^ the War and even to the last quartm^ 
of the nineteenth century. But in the period under review 
them was a remarkable tendency in this direction. In 
1875 the loans and discount's of national banks were about 
tfwenty times as large as their investments; in 1914 they 
were only six times and in 1929 less than two and a half times 
as great. During 1914-1929, however, investments were found 
to have increased by 500% while loans and discounts increased 
less than half as rapidly. The banks not only held these 
securities as ' permanent investments but also endeavoured to 
place them with their clients.* 

The securities which composed the investment portfolio, 
of the banks may broadly be divided into Government and 
Municipal, and into those that are not so. The figures given 
below strikingly illustrate a definite upward trend for " other 
security ” holdings of national banks during 1922-1928 
(expanding from $1,863 million to $3,416 million)*:— 


1 Memoran(!iiin on rommercifnf Banks Tjeagna of Nations, p. 

> Memorandum on Commercial Banks (1025-33), League of Natiems, 1084, p. 885. 
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Nt^umdl Banka 
Investuents 
(In millions of Dollars) 

All oiliors (llailroad and 

Total U. S. Govt, and State Public. Utilities and Bonds, 
and Municipal Shares, cttr.) 


1914 

... 1,921 

976 

946 

1922 

... 4,r,m 

2.7(X} 

1,868 

1922 

... 5,070 

,%il96 

1,974 

1924 

... 5,142 

2,987 

. 2,155 

1923 

... 6,780 

.3,1.31 

2,5m 

1926 

... 6,842 

3,117 

2,723 

1927 

... 6,398 

3,340 

3,053 

1928 

... 7,147i 

8,731 

3,416 


Tho tendency towards a mixture of banking functions 
which had been working for a long time was thus considerably 
accentuated in the post-war years. Indeed American banking law 
seems to have given official sanction to this investment policy 
of the commercial banks. 

The Federal Reserve Act, it will be recalled, had consider¬ 
ably broadened their investment banking functions. Later 
legislation permitted a yet greater fusion of banking functions. 
The McFadden Banking Act, which received the approval of 
President Coolidge on February 5, 1927, was a distinct forward 
step. The Act set the seal of the legislature’s approval upon 
the investment functions of the commercial banks. It specially 
recognised that dealing in investment securities was a perfectly 
legitimate business of the modem commercial banks and 
authorised the national banks to engage in that type of transac¬ 
tion. The Act providied that “ the business of buying jind selling 
investment securities shall hereafter be limited to buying and 
selling without recourse to marketable obligations evidencing 
indebtedness of any person, co-partnership, associatiop or corpo¬ 
ration in the form of bonds, notes and (or) debentures commonly 
known as investment securities.”* The maximum amount 
which might be held of the securities of any one obliger or 
maker was limited to be 25% of tho banks* paid-up capital and 
reserve. Thus the Act expressly allowed the banks to enter the 


1 SiBC. 2(&), The McFadden Banking Aot, 1027. 
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business of security issue and distribution.’ Stocks are not 
evidences of indebtedfiess and, as before, the banks were not 
permitted' to purchase them for their own account. 

The Act not only specially recognised the legitimacy of 
dealing in bonds, but also considerably removed the restrictions 
on the grant^f real estate mortgage loans. Such loans had 
always been frowned upon by commercial bankers as a non-liquid 
asset. The Federal Eescirve Act had granted a limited permission 
in this respect. The McFadden Act recogjjised that it was not 
sufficient and authorised the national banks to make real estate 
mortgage loans on a far larger scale. They were now permitted 
to loan on city realty for a period of five years against one year 
formerly. Not only the period of the loan was extended' but the 
limit to which the total volume of such loans had been subjected 
was raised lil)crally. Banks were permitted to place 60% of 
their savings deposits in mortgage loans as Jigainst 33}% of their 
time deposits formerly, the limit as to a quarter of the ca])ital 
and reserves remaining as Ixjforc. Although this provision 
•implied that that portion of the time deposits which was not 
strictly savings deposits could not be invested in real estate 
mortgages, yet the final effect of this section of the Act was to 
increase materially the total funds that national banks might 
now lend on the security of real estate.* The ban which was 
formerly placed on the banks in Central Reserve Cities as regards 
engagement in such type of business was removed altogether. 

After the passing of the McFadden Act of 1927, thanks to 
its liberal provisions, the banks entered into the investment 
field to a far greater extent. There was soon afterwards 
a tremendous outburst of speculative activities among them. 
Their commitments in the stock market during 1928-19^ were 
extremely heavy and many of them became deeply entangled in 
real estate and security loans. The statistics published by the 
Federal Reserve Bulletins disclose a remarkable growth of direct 
investments and loans against security during this period.* 


» “ The McFadden Banking Act of 1027 ‘’—an article by H. H. Preston in the 
American Economic Retiew, Vol. 17, June, 1927. 

» R. G. Rodkey, The Banking Proergs, p. 256. Dr. Bodkey baa shown by an 
interesting calcnlation that, taking the figures for SOtb June, 1026, the new Act per- 
blitted an inciease of 1514,766,000 for investment in real estate mortgages. 

» Federal Reserve ButteUn, Vol. XVI, 1930, pp* 12, 770. Also Fed, Ree, 
BvlleUu, 1931 (Feb. and Oct.), pp. 66, 568. 
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Reporting Member Banks 
(In iniliions of Dollars) 

litmnB on Securities All other 

December, 1928 ... ... 7,lfl8 9,055 

December, 192t) ... ••• 7,908 9,470 

September, 1930 ... ... 8.390 8.409 

December, ]{)3() ... ••• 7,770 8,557 

September, 1931 ... ••• 6,413 7,870 

Reporting Member Banks 
(In millions of Dollars) 

Investments 

December, 1928 . 5,930 

December, 1929 ... ... 6,567 

September, 1930 ... ... 0,361 

December, 1930 ... ... 6,784 

i D. S. Govt. 4,154 

September, 1931 ... ... 7,795 k 

I Other 8,641 

Loans on securities of reporting member banks reached 
their peak in September, 1930. Between April, 1927 
September, 1930, security loans rose from $5,924 millions to 
$8,390 millions, representing an increase of 41.6%, while all 
other loans fell from $8,612 to $8,469 millions. Compared with 
January', 1922, security loans increased by about 133% while all 
other loans increased by only 13.5%. 

The tables given above amply demonstrate that the assets 
of the Amcric!^ banks were generally mure illiquid and of a 
more speculative character in 1929 than in 1922; the extreme 
point was reached in 1930. One fact of startling importance 
that at once leaps to the eye is the declining importance of the 
“ all other loans,” which mostly represent se'f-liquidating 
commercial transactions. It is also interesting to note that not 
only they diminished ip importance but their average quality also 
deteriorated. For example, in the case of all national banks, 
the proportion of commercial loans eligible for rediscount at the 

10-1760 B 
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Federal Beserve Banks dropped from 42% in .1922 to 38% 

in 1929.‘ ' ^ 

From September, 1930, the banks, sf)rely battered by the 
financial storm of 1929, began to set their liouses in order and 
within a short time considerable progress was made in the 
direction of liquidation of frozen assets. Loans on securities 
in September, 1931, in the ease of the Reporting Member Banks, 
amounted to a little more than $0,400 millions and represented 
a big drop from high point reached in the same months of the 
previous year. Investments no dotibt increased and they were 
higher than in 1930 but the investment portfolio was much 
more liquid than before. It contained a large element of short¬ 
term Government securities.* As wdll la? seen fi’om the table 
given ])elow, in the ease of national .banks all otlier investments 
decreased in 1932 while Government and Municipal investments 
showed an increase *:— 


Invkstmrnts (in millions of Dollars) 


30th June 

Total 

Govt, and Municipal 

All other Bonds 



Bonds 

und Shares 

1927 

... 6,893 

3,340 

3,058 

1928 

... 71,147 

3,732 

3,415 

1929 

... 6,666 

3,,561 

3,003 

1930 

... 6,888 

8,.546 

3,342 

1931 

... 7,675 

4,2r>3 

3,422 

1932 

... 7,197 

4,684 

2,613 


The astounding increase in the growth and imi^rtance of 
direct investments in non-Government seem-ities and loans on 
security during 1922-1930 reflected a fundamental change in the 
character of the American commercial banks. They were no 
longer concerned merely with the provision of short-term funds for 
working capital purposes to industry but were also deeply 
interested in furnishing long-term industrial finance.* 

4. Security AfiUiates: 

The organisation of security affiliates by the American 
exmiraercial banks is perhaps the strongest evidence of their 


' Memoraudnm on Commercial Baiikc a'>25-33), League of Nations. Oeueva,* 
1984, p. 288. 

* The Economint, Banking Supplement, Oct. 1981, p. 9. 

* Based on the data published in llic Annual 'itoports of the Comptroller of 
Currency, 

* Memoraudnm on Commercial Banks (1925.83), Tjeague of Nations, Oeneva, 
1984, p. 888. 
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increasing investment banking activities. The rise of these 
afliliates overshadowed in importance every other development 
of American banking in the inter-war period. Tlie origin of the 
device of security affiliates may be traced back to 1908 wlien 
the First National Bank of New York organised the first 
securities company (The First National Company) because of 
the j)rcssure exerted by the Comptroller oi Currency owing to 
the obvious conflict between deposit banking and the business of 
marketing securities. Three yen-rs later, the National City Co. 
was established bv the National Citv Bank. These two subsi- 
diaries remained solitary for a number of years. But as the 
comrncnual banks felt more and more inclined to enter into 
the field of iJivestment banking, the organisation of security 
affiliates proceeded apace. Thus when the War Tjoaii campaign 
brought the commercial banks in the country into close contact 
with the business of distribution of securities, the number of 
security affiliates began to increase rapidly. The Chase Secu¬ 
rities Corporation was organised in 1917 by the Chase National 
Bank and affiliates Avere formed in quick succession by the 
First National Bank of Preston in 1918, the Guaranty Trust 
Conjpany and the Hibernia National Bank (New Orleans) in 
1919 and the Central Illinois Bank in Chicago in 1920. The 
participation of the commercial banks in investment banking 
l ecame more direct and intense since the close of the year 1927. 
The movement of organising security affiliates for the purpose 
of undertaking investment banking business spread like wild 
fire from that time among commercial banks.' As a result 
almost every large urban commercial bank in the U.S.A. became 
equipped with one or more security affiliates. By 1931 national 
banks alone could boast of nearly 200 of them. The business of 
banking necessarily underwent a radical transformation indicat¬ 
ing the decline of commercial banking proper and the increase 
of investment banking. 

The “ security affiliates ” were created by the large city 
banks, excluded as they were from issue and financing business 
by legislation, to carry out the type of transaction from which 
they were debarred. The issues in which the banks were 
interested were made through these subsidiary companies. The 
affiliates were incorporated separately, the" capital being sub¬ 
scribed either, directly by the parent bank or .by its shareholders. 

* R, W, Goldschmidt, Changing Structure of American Banking, p. 134, 
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In many cases the stocks of the affiliate were automatically paid 
for out of a special dividend to bank shareholders. In tlie case of 
the first securities company, the parent bank (the First National 
Bank) had provided the capital out of its own surplus. An 
analysis of the methods of incor|ioration oi national banks 
affiliates in recent vears discloses four methods of control: 
(a) stock OAvned by the parent hank, {h) stock owned by the bank 
shareholders, (c) sttJtjk owned by other affiliates, (tl) stock trust¬ 
ed.' Thus in 1931 mit of the lOil affiliates of the national' 
banks; the parent banks directly owned four only; in 17 cases 
the affiliates’ stock was onned by another affiliate of the parent 
bank; in 45 cases it was distributed in the form ol joint and 
indivisible certificates of shanks in the bank and security 
company among the jjarent bank’s shareholders. As a rule, 
however (120 cascis), the capital stock of the investment affiliate 
Avas hold by a body of trustees for the honofit of all the share¬ 
holders of the parent bank.* The affiliates were usually the 
recipients of heavy loans from their parent banks Avhich enabled 
them t-o engage in transactions not ]>ermitted to the latter. 
There Avas until recently scarcely any restriction on the national 
banks’ loans to their affiliates, the only limitation being the 
provision that loans to no single interest should exceed 10 per 
cent, of the banks^ capital and reserve fund. 

The affiliates performed a variety of functions. Three of 
these might be said to comprise an intrinsic part of their 
activity as investment bankers. They were:— 

1. Origination of ncAV security issues. 

2. Fonnation of or participation in the original selling 

group, disposing of the securities in large blocks to retailing 

bankers all over the country or occasiona'ly to institutional 

buvers. 

«/ 

3. Distribution of bonds and to a lesser extent of shares 

t<) the ultimate investor. . 

“ In addition they sometimes acted as holding companies 
for control or other purposes, carrying securities Avhich the 
parent bank was not authorised or did not wish to have among 
its investments; as investment trusts, buying and selling 
securities for investment • or speculative purposes; as assets 

* “ Tbn Banking Act of 1038 an article b; B. B. Weaterfleld, in the. Journal 
of Political Economy, December, 1933, p. 738. 

* B. W. Ooldechmidt, The Changing Struetvre of American Banking^ p, 135. 
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realisation companies, taking over the parent bank’s loans 
and investments which proved doubtful or illiquid ; as real 
estate holding companies and as a medium for supplying the 
bank's own stock.”* These security subsidiaries worked closely 
together with their parent concerns so tJiat the net elTcct was 
somewhat similar to that of the (rcrman system. 

Thus the conimcreial banks which had already created the 
bond departments ont(?red into the stock market to a. considerable 
extent through these affiliates. The develojimeiit of the affiliates 
rapidly increased the banks’ shai-e in the total flotations of new 
securities, fn the pre-war years a very small proportion of the 
total distribution of securities was made through the commercial 
hanks, but in .IDSI, 64.4% of all new securities was siwnsored by 
the bank affiliates, those of the national hanks alone accounting 
for 33.0%.* In the years immediately before the onset of the eco- 
ntunic crisis, thej‘(; was a tremendous outburst of speculative acti¬ 
vity among the investment affiliates. The hanks rushed recklessly* 
into the stock market through their affiliaUis; and the inevitable 
crash soon occurred. The country became littered with a crop 
of bank failures. No less than 1,346 hanks c1os(m1 their doors in 
1030." This was undoubtedly a very large number even in the 
case of a c<iuntry where hanking suspensions are a normal pheno¬ 
menon in times of prosperity. Conditions subsequently came to 
light in connection with these bank failures which clearly revealed 
the abandonment f)f [)ure commercial hanking and the integration 
of financial operations of a iliverse character. The banking investi¬ 
gation, which followed, threw a flood of light on this drift of 
American banks into the unwonted channels of investment bank¬ 
ing. The enquiry disclosed that there was an almost universal 
tendency towards ” a speculative security basis for banking 
and practically every one of the large commercial banks was found 
to ixjssess Hecurity affiliates. Tn many instances a single bank 
owned a considerable number of affiliates—the Bank of the 
United States having as many as 48 affiliates." 


1 Metnorandum on Commercial Banks (1925-38), League of Nations, Geneva, 
1934, p. 240. 

2 •" The Banking Act of 1933 "—an article by K. B. Westerfiold, in the Journal 
of Political Economy, December, 19^, p. 738. 

3 The Statist, International Banking Section^ November 14, 1931, p. 662. 

^ " Speculative Activities of American Bankers "—an article by V, Willis 
in the Banker, February, 1981, pp. 188-92. 

s " The Senate Banking Investigation "—an article by H. F. Willis in the 
Banker, Mardi, 1981, p. 826. , 
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France 

TJie tendency towards an intermixture of lianking functions 
was also at work in |H).sl-Wiir France. In contrast to tlio system pre- 
vaJent in (Terniany an<l oilier (countries of Europe, French banking, 
before the first Great War, was charactm ised by a division into two 
distinct classes, riz., llie banques d’ alfaires and tlie banques de 
dcfKits. 'J’lic former type sp<wialised in the long-h'rm financing 
of industries and in the origination of securities, 'riiese institu¬ 
tions acted as investment l)ankers in thii full sense of the term. 
They often participated to a substantial extent in the manage¬ 
ment of the industries promoted by them and used to earrj' the 
purehns('.d st'curities in their ))ortfolios for considerable periods 
of time until the success of the enterprises or market conditions 
allowed their sale to the public at rt*asonablo prices. These 
purely investment institutions, however, often undei’took other 
■ functions su<‘h as the o/Huiing of current accounts to their indus¬ 
trial customers. They had to do so as thi'y could not depend 
solely upon their own business which was naturally of an irregular 
type. But generally it may he said lhat they perfonued the basic 
functions of investm<nit banking. . Among the most important of 
the banques d’ affaires wen* the Banque de Paris el des Pays-Bas, 
the Banque do 1’Union Parisienno, the Banque Francaise Pour 
le Uommeree et I’lndustrie and tlie dredit Mobilier Francaise. 
These linancial banks specialised in the issue business and in 
the flotation of industrial and financial enterprises all over the 
country and even abroad.* In the case of the other type of 
institutions, the ('lahUssements de credit, there Avas before the 
War a niarkrxl unwillingness on their part to advance funds 


1 Thus the Biinqiio de 1'Union PansioDne was assoriated with electrical and 
metalliirfrical works and considerable interests in the Creiisot Works of MM. Schneider 
ot (.'ie. Before the first Great War, it look an important part in the development of 
liiissian metallurgy; and after the end of the W^ar it took an ac^-ive part in financing 
econoniio development in Central and Bastern Europe either directly or .through the Union 
-Eiiropeenne Tndiistriellc ct PinaneJere. In later post-war years it participated very 
actively in new issue hiisioess and largely increased its portfolio of invcBtments in other 
imderlakings. Tts iiiveatroents and partieipations were as follows:— 

1928 1929 1930 1931 

Frs. Prs, Frs. Frs. 

229.459,704 327,276,458 866,465,485 489,202,604 . 

The Siatixt, International Banking Section, November 14, 1931, p. 724, Also 
November 12, 1932, pp. 603-94i. 

Tn May, 1932, the Bank took over the Credit Mobilier Francaise.— The StatUlt, 
Banking Section, November 12, 1932. 
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freely for the development of domestic industries. Instead, they 
concentrated on the foreign securities business, putting out 
numerous foreign state and industrial loans in succession. TJicy 
were, indeed, accused of neglecting domestic industry and of 
diverting French savings to countries like Eussia, Routli America, 
Turkey, etc.’ 

The division, even before World War I, could not be made too 
absolute. There were many institutions which were frankly 
“ mixed.” The lines of demarcatioji between the tw'o types 
grew moi’c and more indistinct after tin* War and almost 
faded away in later years. The tvhole system underwent a 
considerable change since the pre-war period. Tlie banques d’ 
affaires wdiich specialised in financial business formerly began to 
develop, not Avithout success, the ordinary transactions, jiroperly 
speaking, of a bank. There arose a definite tendency on their 
part to adopt a more and more aggressive ])olicy of commercial 
banking. The credit banks, on the other hand, entered the 
investment field in a maniuu- they had never done before." During 
the War the (loverument had obtained control of the investment 
operations and had passed a law* on May 31, 1010, forbidding the 
issue of foreign securities in the French market. The credit 
banks with the practical cessation of the foreign loan business 
occupied themselves wdth State issues and the finance of national 
industry. From that |x;riod, they came to extend much more 
financial assistance to domestic industries than they had ever 
done before. In the years that immediately folloAved the War, 
French industry became badly in need of credit on a largo scale. 
War liabilities had to be liquidated, factories destroyed in the 
devastated regions had to be re-built, industries engaged directly 
or indirectly in the reconstruction of tlie devastated areas had to 
be equipped M’ith new installations. The French credit banks 
were not unresponsive in this hour of need. As Mr. Whale has 
observed, ” The increased importance of French industry called 
for adaptations in banking policy.” * 

The banks were quick to realise the need to provide inoin 
extensive assistance for their industrial customers. When the 
industries approached them for extended credits, they readily lent 

* Parker Willis and B. H. Bcckhart, Foreign Banking Sgslrm/tf p. 67i!. 

> The Times Trade and Engineering Supplement, Banking Nuniher, June 
im, p. 24. ' f 

9 P. B. Whale, " Lectures on Bnglish and Continental Banking '* (delivered 
March 26, 1981), Journal of the Institute of Bankers, June, 1981, p. 390. 
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their coUaboration and helped to float new issues of bonds and 
shares. The banks could not " lock>up ” in long-term loans the 
funds lent to them on deposit accounts. But they had to create 
the desired facilities for long- and medium-term credits for the 
pressing requirements of their industrial clients. Wherever 
possible, they helped directly with the funds which were deposited 
with them for fixed periods and also with their own resources 
which they had already Ix'gun to inenmsc. The policy of sys¬ 
tematically increasing their paid-up capital and reserves which 
they pursued during the period under review lends colour to the 
view that their character Avas chiiiiging rapidly. The tables 
given below strikingly illustrate a marked increast^ of capital 
and reserves in the ease* of the prineijini deposit banks of 
Prance:— 

Tablb T ■ 

(Five, siiiee 1031 Six) 

In millions of francs 

1026 J920 lOrU) 10.31 ]a32 

Paid-up Capital ... 1.1.66 1,643 1.701 1.3a3 1.400 

Reserves ... ... .661 l,8f)7 2,0:18 1,881 1.897 

'1’abi,k II » 

(IndivUUially) 



In millions 

of francs 


1927 

1928 

.1929 

1030 

1. Banque NationaJe de Credit: 

Paid-up Ciipital 

.. 2.60 

2621 

2621 

318J 

Beserve 

.. 120 

1516’ 

123" 

175 

2 . Cornptoir National d*Escompte: 

Paid-up Capital 

.. 260 

260 

m 

400 

Beserve 

.. 131 

144 

448 

4,62 

8. Credit Lvonnais: 

Paid-up Capital 

2.6.6 

25.6 

408 

408 

Beserve 

227 

227 

800 

fm 

d. Soeicte Oenerale: 

Paid-up Capital 

. 260 

250 

810 

820 

Beserve 

. 75 

105 

306 

360 

' Moinorandum on Commercial Banks (1025-33). 
p. .ini. ^ ' 

* T/tfi SlatM, Intematioml Banking Section. 

Tjc.igiie of Nations, 

Geneva, 1034, 
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The French deposit banks helped the industries in yet 
another way. In order to provide greater assistance to them 
without immobilizing the funds entrusted to them on deposit, 
they formed subsidiary companies for long-term industrial 
finance. Thus two of the old. establisJied and powerful institu¬ 
tions, the Credit Lyonnais and the Comptoir National d’ 
Escomptc, created, as far back as 1919, the Union pour le credit 
a ITndustrie Nationaie (I’cina). With the same pur|x>se the 
Socicte Clencrale founded in 1928 the Societe Anonyme de credit 
a rindustrie Francaise, and the Credit du Nord established a 
similar company, tlie Union Bancaire du Nord.' 

The reports of the six main deposit banks of France for 
1927 and 1928 give clear indi(‘.ation of the increasing interest 
they were taking in industrial finance, not only by lcnd-\ig colla¬ 
boration to the issue of shoi-t and long-term bonds of French 
indinstry but also by becoming large holders in industrial under¬ 
takings. As in Germany, they were taking shares in preliminary 
enterprise and the Syndicate d’etude was seldom without bank¬ 
ing representation.’' Their balance sheets show that their 
investments in financial syndicates increased considerably during 
1913-28 

(In Millions of Francs) 

1018 1919 1927 1928 

158 200 240 ' 267 

Japan 

Although Japan possessed a special Industrial Bank, the 
ordinary (ionnnercial banks in the; country arc found to have 
increased their activities in the .sphere of industrial financing 
during the period under review. There was a persistent 
tendency on their part to accommodate industries with extensive 
loans. The practice of locking up their funds in long- 
period loans bn securities and immovable property was quite 
common. Mr. Allen estimates that the advances of ordinary 
and savings banks on immovable property were more than 

1 P. B. ‘Whale, *' Jjectures on English and Continental Banking" (delivered 
March 26, 19Si), Journal of the Inaiiiute of Bankers, June 1931, p. 899. 

s The Times Trade and Engineering Supplement, Banking Number, June 80, 
1998, p. 16. , 

11—1789 B 
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1,000 million yen in 1921.* Dr. S. Furuya in a recent work 
points out that the so-called exchange banks of Japan were not 
strictly speaking exchange banks at all and tliey very often 
entangled themselves in heavy long-term investments in indus¬ 
tries.* In the post-war yeans, especially after the crisis of 1927, 
the ordinary banks entered into the stock market on a verj 
large scale. Their tendency for security holdings considerably 
increased. .Formerly they used to compete with one another 
in attracting deposits; now they were competing keenly in the 
business of underwriting delxuitures. The balance sheets of 
four out of the “ Big Five ” disclose a remarkable increase of 
their security holdings during the period under review.* 

Tablb I 

Seonrities held by Four of the " Big Five ” 


(Til thousands of Yens) 




1927 

1928 

1929 

1980 

10.31 

1. 

Mitsubishi 

... 288 

322 

■ 860 

337 

283 (Dec. 31) 

2. 

Mitsui 

. 

221 

2.33 

21.3 

272 (June .30) 

8 . 

Sumitoirio 

... 174 

2.H6 

2.33 

242 

248 (Dec. 81) 

4. 

Dai-ichi 

. 

248 

28.3 

269 

.304 (.lime 30) 




Table 

IT 





Dec. 

.<11, 1932 

Dec. 31. 1933 

June 30, 1984 

1. 

Mitsubishi 

.. 805 


34.3 


411 

2. 

Mitsui 

182 (June) 

280 (June) 

863 (June) 

3. 

Sumitomo 

.. 261 (Dec.) 

826 (June) 

368 (June) 

4. 

Dai-ichi 

. 


376 (June) 

408 (June) 


The returns of the clearing house banks in Japan also reveal 
that they were employing a considerable portion of their surplus 
funds in investment in securities.* During the industrial crisis 


1 Q. C. Allen, Modem Japan and iU Problems P> 179. 

s Dr. S. Y. Fiiruya. Japan's Foreign Fx>^hange and her Balance of IniermiUmal 
Pagmenls, p. IG2. 

* The Statist, International Banking Section, November 14, 1981, pp. 764-G6. 
Also November IS2, 1932, pp. 731-84.. 

* The Times Trade and Engineering Supplement, Banking Number, June 98, 
1980, p* 35. 
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in the autumn of 1930, following the lead of the Industrial 
Bank of Japan, the Tokyo commercial banks generously lent their 
assistance to several big industrial companies in distress for want 
of funds. An understanding was reached between them for joint 
action in giving financial aid to business enterprises. A new 
machineiy was set up for this jiiirposc. The banks and trust 
companies formed Jin association, called the Industrial Investiga¬ 
tion Association, with the object of facilitating the rationalisa¬ 
tion of Japanese industries. It investigated the conditions of 
several concerns to find out if they rec|uired reorganisation and 
if financial assistance to them was justified.* 


Canada 


*'^be same tendency of sponsoring industrial .securities and 
of generally invading the field of investment banking is discernible 
in th(^ case of tlie commercial banks of Canada in the years after 
World Wai' I. They werv devoting themselves to an increasing 
extent to und(M writing o|K;rations and figures have been collected 
which show that their participations in the flotation of bond 
issues totalled during 19*27-32 ruorc than 250 million dollars.® 
The investment houses naturally came to look with great disfavinir 
upon this extension of commercial banking activities into their 
legitimate sphere of business and they filed with the Canadian 
Banking Commission a memorandum complaining that they were 
suffering severely from the competition of the ordinary banks and 
also requesting that this aspect of their activities should be checked 
when the Bank Act was revised. It Avas suggested that “ the 
banks 'should be prohibited by statute from selling securities 
directly to the public and also from tendering for new issues either 
individually or as members of syndicates and from acting as 
agents in connection with issues made by Governments, Muni¬ 
cipalities and other public bodies.”® The banks on their part 
contended that dealing in securitiai^was a recognised normal 
activity of banks throughout the world and had been established in 


1 The Times Trade and Engineering Supplement, Banking Number, June 27, 
1081, p. 27. 

< See The Economist., Dunking Supplement, Ckitober 14. 1988, p. 1.8 (** The 
Banking Situation in Canada ")• 

* Report of the Royal Cimmissiim on Banking and Currency in Canada, Ottawa, 
1088, p. 76. 
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. Canada as far back as 1876. Tbe Bank Act of 1890 and sub¬ 
sequent revisions had conferred upon them the right “ to deal in 
and discount and lend money and make advances ujjon tlie security 
of and take as collateral security for any loan made by it, bills of 
exchange, promissory notes and other negotiable securities or the 
stock, bonds, debentures and obligations of municipal and other 
corporatiruis whether secured by mortgagee or otherwi^.” The 
Boyal Commission was impressed by evidences of considerable 
laxity and ai/uscs of commercial hanking piv'ictice and concluded 
that although the volume of indii.strial securities “ sponsored and 
distributed by the banks might have been small in eoinparison 
with that of Government and (»ther securities, yet it was advis¬ 
able that the banks should refrain from dealing in or distributing 
for their owm account anv but the highest class securities.”* 

Reasons jor the LMndslide in Conimcrciol Banking Practice : 

It is abundantly clear from the foregoing study that there 
was a historic landslide- in comnieicial banking practice. The 
countries which had been so long (raditional homes of commer-r 
cial banking departed to a surprising extent from its recognised 
canons. Their banks in many instances tended to adopt business 
at much of which hankers would have shuddered in the pre-war 
days. There was a decisive shift of their interests in favour of 
industrial banking; they became frankly “mixed.” 

The reasons for this remarkable fusion of banking functions 
in countries where they w'crc so carefully segregated arc not far 
to seek. The relaxation in the ennservative codes of com¬ 
mercial banking practice was partly the result of the post-war 
depression and partly the result of changes in general economic 
organisation. A widespread slump followed in the wake of 
World War I. The incidence of the depression upon several 
industries was extremely severe. A considerable portion of the 
advances of commercial banks to such industries became practi¬ 
cally " frozen ” and unrealisable. To protect their own interests 
the banks were obliged to make further advances and also to take 
over the security for tbe loans previously granted and to assume 
direct control over industrial enterprises. Recent economic 
changes lying entirely outside the banking system also compelled 


1 Report of the Royal CommieHon on Banking and Currenojy tn Canada, Ottowa, 
im, p. 77. 
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the commcreial banks to depart from their traditional practices. 
Owing to the progressive concentration of industry, the small 
firms were tending to disappear and business units, were fast 
growing in size. The smaller concerns were the principal users 
of the commercial bunks and with their disappearance the 
demand for commercial bills raiadly declined. Access to the 
capital market is comparatively easy for the larger concerns and 
these in the jiost-war years showed a remarkable tendency to 
develop the; practice of obtaining vvorking Ciapital in the invest¬ 
ment market by issuing to the public long- and short-term notes 
as well as stocks. This tendency was mostly manifest among 
Anjerican industrial companies where, for some years past, parti¬ 
cularly since .1027, they had been endeavouring to meet their 
working capital requirements not by Iwrrowing from the commer¬ 
cial bariks but through the long-term capital market.’ A further 
change in the technique of company financing w'as to be observed 
in the increasing practice of businesses to finance their working 
capita] expenditure out of the undistributed profits. This system 
of sclf-fmancing by ploughing back profits into the industry 
rendered them indeiumdent of banking assistance to a correspond¬ 
ing extent. 

The effect on the banks was serious. They found that their 
funds had been accumulating in large amounts while the prin¬ 
cipal channel of putting them through was fast disappearing. 
Tlie deposits bad been swelling to an enormous size but the 
growing funds wore not needed by commerce. They found it 
well-nigh impossible to utilise their funds in the ordinary transac¬ 
tions of commercial banking. In the circumstances, they w’ere 
compelled to explore other than the time-honoured traditional 
avenues for the employment of their funds. If they were to 
make profits, nay, to exist at all. there was one and only one 
course open for thorn—that of diverting their funds into the 
investment channel. Thus they were forced to embark on busi¬ 
ness hitherto considered to be outside their legitimate province, 
such as real estate loans, stock and bond collateral loans, invest- 
picnt in securities and so on. Having to cope with decreasing 
earnings in their ordinary fields of activity, they came to be 


1 '* Sbcial Aspocts of ComiDAneiBl Bankiog Theory an article by F. A. Bradford 
in the Americao Economic Beview, June, 1988, p. SS81. 

See alio Bodkey, The Banking Proeeee, 
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guided entirely by the “ yield *’ factor and to sacrifice “ safety 
and “ liquidity altogether. 

An idea of what an enormous increase in the deposits of com¬ 
mercial banks occurred in the United States during 1922-27 may 
be formed from the following table regarding the Reporting 
Member Banks in leading cities.' 


Repnrthuj Metnher Banka in Leadimf Cities 

DEPOSITS 


(In millions of Dollars) 



Year 

Net Demand 

Time 

Jnniian,* 

... 1022 

10.S62 

3,017 

April 

... 1027* 

13,041 

6,066 

December 31 

e 

... 1929* 

14,118 

6,787 

September 24, 

... 1930* 

18,.'542 

7,489 


A most significant development in this enormous growth in 
bank de)K)sits was the rapidy increasing importance of time 
deposits. While both demand and time deposits swelled, the 
latter increased much more regularly and at a definitely higher 
rate than the former. Tn the table given above, time deposits 
increased during January, 1922—September, 1930, by more than 
148%, while net demand de|X)sits increased by only 30.7%. This 
huge relative increase in time deposits signifies a corresponding 
change in the status of the commercial banks. Tn tlie same 
manner the explanation of the increasing interest of French 
deposit banks in the industrial field during the period under review 
is to be found not only in the altered circumstances of the post¬ 
war period which we have already indicated but also in the. 
enormous growth of deposits. The progressive diminution and 
afterwards complete cessation of the issue of short-term loans by 
the Treasury brought back to the banks as deposits a considerable 
portion of the capital that was formerly invested by their owners 
at 3 or 6 months in the National Defence Bonds. The following 

* Report of the Fed. Reserve Board for 1996, pp. 164-66. 

* Fed, Reserve BulMin, May, 1997, op. oit 

* Fed. Reserve BuUeiin, Vol. XVI. 
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table clearly indicates the enormous increase of de{)osits in the 
case of the principal deposit banks of France ':— 

Principal Deposit Banks 
Deposits Frs. (000,000 omitted^ 

1925 1929 198U 

26,1 IS 42,606 44,749 

of M hich Time Deposits : 


718 2,690 .S,2I9 

Current A-r.ctmnts ; 

25.26S 39,502 41,279 

The tendency towards a relative increase of time as 
compared to demand deposits is unmistakable here as elsewhere. 
The banks found that their deiiosits were largely increased 
while the opportunities for their profitable investment were not 
many. Hence they were obliged to explore suitable new avenues 
for their employment. The demand for increased capital by the 
older established businesses and for new ('apital by the growing 
number of new'ly established concerns was welcomed by the banks 
and the plethora of funds which were seeking employment W'as 
quickly diverted to these clianncis. 

The absence of a suitable alternative employment for the 
increasing resources of commercial banks (impelled them to 
branch out in the investment held not only in the case of France 
and America but also in that of Japan. After the spring of 
1927, the de|)osits in the Japanese commercial banks swelled 
to enormous figures. At the end of 1928, all the clearing 
house banks, numbering 399, held deposits to the extent of 
6,947,366,000 yen. This represented an increase of 686,853,000 
yen over the previous year and an increase of 268,619,000 yen 
over thd year before the crisis.* 


> MeinonDdum on Commeieial Banko (1986-88), League of Nations, Oeneva, 1984, 

p. 101. 

* The Time* Trade and Engineering Supplement, Banking Number, June SO, 
1999, p. 89. . 
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The Japanese banks seemed to suffer from a plethora of credits 
for which they were almost unable to find a suitable channel 
of employment in the short loan market. Steps had been taken 
to reduce the rates of interest allowed on deposits and to receive 
new deposits to as small an extent as j)ussible. But still they 
could not employ their funds in the wonted channels and were 
finding their business unremuiK-'rative. Some contemporary 
balance sheets available for the clearing house banks disclose that 
they were employing a large ijortion of their surplus resources in 
securities.' The banks w'ere compelled to enter the stock market 
in order to utilise their immense surplus funds. 

Figures showing the depo.sit indices of the commercial banks 
in the United States, France and a number of other countries 
are available and they clearly indicate a general post-war trend 
for deposits to shift from sight or short-term to savings or 
long-term accounts. Thus it is found that in the case of the 
American national banks, the index foi' savings and time deposits 
rose from 100 in 1913 to 1,080 in .1929 while that for current 
accounts rose from 100 to 136 during the s<anie period. In 
France the index for savings and time depo.sit.s and that foi 
current accounts rose to 129 and 124 respectively. '^I’he tables 
given below strikingly illustrate this tendency *:— 



1913 

20 

21 

22 

28 

24 

25 

26 

27 

28 

29 

U.S.A.: 












.(a) 

100 

74 

111 

112 

106 

115 

115 

121 

124 

189 

186 

(b) 

100 

279 

549 

581 

671 

742 

811 

882 

976 

1,068 

1,086 

(«) 

100 

92 

149 

168 

1.56 

174 

176 

188 

215 

220 

218 

France: 












(«) 

100 

70 

91 

.88 

76 

67 

72 

80. 

97 

119 

124 

(ft) 

100 

43 

51 

41 

37 

.37 

82 

36 

41 

66 

129 

(c) 

100 

68 

88 

85 

72 

66 

69 

77 

98 

116 

248 


(a) Currant. 

(b) Savings and time. 

(c) Total. 


1 The Times Trade and Engineering Su^lement^ Banking Number, June 28, 
1980, p. 36. 

s Memorandum on Commercial Banka (19X8-29), Leagne of Nations, Table V, 

pp. 80-88. 
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Tables exhibiting the same tendency may be given for other 
countries as well. Norway and a few other countries show a 
tendency towards the growth of demand deposits hut they are 
not a real, only a formal, exception to this general trend towards 
a change in the composition of deposits. 

This change in the composition of deposits was accom¬ 
panied by a parallel movement in the composition of credits 
which showed a marked tendency to shift from shorter to longer 
accounts. A comparative study of the indices of “ loans and 
advances ’’ and “ discounts ” clearly demonstrates a remarkable 
tendency in post-war years for the former to increase relatively 
to the latter in all countries except England, France and Italy. 
But even in these countries, since 1921-23 “ loans " tended to 
grow much faster than “discounts." Loans are not self-liqui¬ 
dating in the same sense as discounts and arc advanced generally 
for longer periods. Thus credits tended to show a decisive shift 
in favour of long-term accounts. Again an examination of the 
indices for “.investments “ and “ discounts, loans and advances “ 
shows that the former increased relatively to the latter during 
the period under review in the majority of countries, including 
Canada and the United States. Thus in the United States, the 
index for total discounts, loans and advances rose to 103 in 1029 
while that for securities and participations rose to 247. In 
Canada, the index for the former rose to 138 while that for the 
latter rose to 28G. The tables given below indicate illuminating 
trends for bank credits to shift from shorter to longer-term 
accounts in the years after the first Great War ‘; 



1918 

20 

21 

22 

28 

24 

25 

26 

27 

28 

29 

U.B.A.: 

(o) 

100 

87 

136 

124 

12.5 

134 

130 

141 

147 

164 

166 

(b) 

100 

00 

1.58 

160 

180 

108 

198 

206 

242 

261 

247 

Canada: 

(fl) 

100 

82 

100 

04 

92 

85 

89 

104 

117 

181 

IBR 

(b) 

100 

165 

283 

218 

266 

819 

821 

808 

834 

48.5 

286 


(a) Total discounta, loans and lidvanceB. 

(b) Seourities and participotiona. 


' ICamorandnin on Commereia] Bankti n918>S9), Leagne o( Nstipna, Table V. 
U-17WB 
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This change in the-composition of bank credits is noticeable 
in the case of almost all countries. The exceptions are few and 
unimportant. 

The parallelism between the movements of credits and 
deposits as brought out in the above tables, however rough it 
may be, i.*? a very striking phenomenon and can hardly be purely 
accidental. ‘‘ It would appear to reflect a cliange in the character 
of the operations of the commercial banks or a strengthening 
of tendencies previously at work in Europe at any rate.” 
The banks devoted less attention than formerly to discount 
credits and were to an increasing extent financing industry by 
direct advances either on current ac.counts or in the form of 
long-term loans. 

The continued increase of deposits in the case of the German 
banks, it may be recalled, brought about a change in their 
character. They became more and more akin to deposit banks 
in pre-war England and America. The same factor, viz., the 
growth of deposits, altered the status of the commercial banks 
elseiwhere in quite a different, nay, quite an opposite direction. 


Reconstruction of the Theorij of Commercial Banking : 

This widespread drift of commercial banks into investment 
channels naturally excited a great deal of comment. It 
served to focus attention on the sound principles of com¬ 
mercial banking in a manner which would never have been 
thought of before. It seemed as if the entire. basis upon 
which commercial banking theory was built were being 
shaken to its foundation. Conditions had changed so entirely 
since the first Great War, and the incidence of the world-wide 
depression on industry had been so severe, that opinion was 
rapidly gaining ground for a reconstruction of the whole theory 
of commercial banking. The orthodox theory of commercial 
banking had been developed long before organised stock exchanges 
spread over the world. In those days the market for securities 
hardly existed and direct investments in them were practically 
immobilised; they were not convertible into cash at will or 
immediately. In the circumstances, the trade discount or the 
commercial bill was regarded as self-liquidating and definitely 
superior in point of liquidity to other types of bank loans. With 
the growth of recognised stock exchanges and the improvement 
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and widening of the market for high-grade bonds, their unsale¬ 
able character has been removed and the whole question of “ bank 
liquidity ” has come to be viewed from an entirely new aspect. 
Marketable securities have b^n to be considered, not unjustifi¬ 
ably, almost as liquid as, nay, even more liquid than, the 
customer’s ordinary paper. For the banks ran immediate'y 
furnish themselves with cash by their sale whereas the customer’s 
paper cannot be realised upon until the date of maturity. The 
'eal bills doctrine?, according to which conim(?n‘ial bank earning 
assets should be restricted to real bills of exchange or self liquidat¬ 
ing commercial papers, has been dial anged in recent years b; 
well-known writers. It has been denied that self liquidating 
loans can be liquidated in large amounts without disastrous 
consequences for business activities. Any individual bank, il 
has been urged, will be in a liquid position if only it has assets, 
regardless of their nature, which can be sold readily.* The 
meaning and nature of the concept of “ bunk liquidity *' has 
thus undergone a remarkable change and the practice of com- 
mercial banks to invest in marketable .securities and to make loans 
secured liy them has raiiidly develojxjd.® 

The point has been made that in normal times and only 
excepting a serious financial crisis, high-grade bonds having a 
wide and active market may be liquidated without extraordinary 
losses. The commercial banks may therefore increase their 
reserve ratio more quickly through the sale of bonds than through 
the' liquidation of the customer’s paper. Tn times of emergency, 
however, the securilies can Iw sold, if at all, at such heavy losses 
as to make liquidation impracticable. But it may be contended 
that in a crisis no paper is liquid.* 

It may, indeed, be argued that the desire to keep commercial 
banking asset's liquid because the deposits aiie at call or at short 
notice is a survival of a state of affairs which has ceased to exist. 
Individual banks are no longer exposed, in the same sense as of 
old, to their depositors coming and asking them for cash. The 
method by which the public, if so willing, proceeds to withdraw 
savings from the bank has changed. As Mr. Bobertson has 
observed, '* At present if depositors want to >vithdraw savings 

1 L. W. Mints. A HUtory of Banking Thoory, pp. 264-65. 

> Memorandnin on Commercial Banks (l'J25-38). Leagno of Nations, Gene^, 

im, p. 7. 

* " Social Aspects oi Commercial Banking Theory "—an article by F. A. Bradford. 
iA- the .imcffcen Kmomio TfcnVic. June. 1066, p. 210. 
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froni their bunk, it does not t&ke the form of asking for notes 
but of spending their money more rapidly.”" From the point of 
view of the banks as a whole nothing is withdrawn and there is 
practically no danger that anything will be withdrawn. 
“ Though each individual deposit were payable on demand, the 
whole mass of deposits constitutes a mass of monetary obliga¬ 
tions almost a.s hxed and immobile as the most stagnant type 
of banking asset.” Industry is now obtaining its current finance 
from funds raised in the capital market and even more out of 
profits put to reserve. Banks are, therefore, deprived of an 
important type of their business. In the circumstances a case 
tor a change in the policy of commercial banks with reference 
to industry is being put forward in many quarters. Thus Mr. 
A. T. K. Grant'in a recent publication, referring to the prevailing 
tendency of British banks to remain holders of Government secur¬ 
ities on a large scale, strong'y urges them to reconsider their rela¬ 
tions with industrial undertakings and explore the possibility of 
lending either directly or through associated financial enterprises 
for longer periods tlian they were tlieii jmipar.'^d to do.“ The 
danger of losing through this type of lending Avill not be greater 
than the risk of depreciation on holdings of long-term Government 
aecuritie.s. In more recent times owing to the special circum¬ 
stances created by the Smmd World War, well-known bankers in 
England and the U.S.A. are thinking in terms of a relaxation of 
their .conser^•ative codes of banking policy and of widening their 
horizon.’ 

Merits of Mixed Banking : 

This drift of commercial banks into the investment field is not 
without its advantages to industry. The history of German bank¬ 
ing furnishes ample evidence as to how commercial banks carried 
on industrial financing without serious risks and certainly not 
without success. Judged by results, the combination of banking 
functions has not also been unsuccessful in Dmmark and Switzer- 

* Minutes of Evidence^ Committee on Finance and Industi^i Vol. I, p. 889. 

* A. T. E. Grant, A Study of the Capital Market in Post-War Britain, p. 188. 
The banka will be well-adviaed to take a wider view and in one way or another to 

lend for longer periods when they are aatiafied that their clients are solvent. Certainly 
the danger of loeing money through this type of lending might .be less than the dangnr 
of dq»reciati:on on holdings of long-term Government securities purchased at prices so 
high that they were retiiming around 8 per cent." 

» See the prenent writer's " Beeent Banking Developments " (Third Ed.l p. 866. 
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land. The deposit banks in Denmark have for a long time issued 
with success industrial shares and debentures and also made large 
loans against secui'ities.* As Mr. Whale has pointed out, “ The 
industrialist is in contact with the bank through his ordinary 
banking connection in the investment market. The bank knows 
his business intimately; it cun help him with the capital he 
requires for its development either by undertaking an issue of 
shares and debentures immediately or by making an advance^ in 
anticipation of such an issue at a later date; it can advise even 
as to the outlook in the investment market, and finally when an 
issue is made, its influence with tl*.e investing pul)lic goes far to 
ensure the successlul placing of tlie securities.”' 

The mixed system of banking is not necessarily incompatible 
witJi sound banking. VVe do fully recognise tliai the primary' 
duty of commercial banks is to look to the safety of the funds 
entrusted to them by the depositors. For tiiat they have to keep 
their assets as liquid as possible. We arc not for a moment 
suggesting the adoption by them of any policy that would lock 
up their short-term funds, the demand deposits, in long-term 
loans to industry. But the paid-up capital of the banks, their 
surplus funds and the time and savings deposits represent 
resources which stand in a wholly different position from demand 
deposits; these are not subject to repayment on call. If capital 
and reserves are relatively large in proportion to dej)osits, and if a 
considerable portion‘of the deposits constitutes time and savings 
deposits, a portion of these funds may perhaps be legitimately 
employed in the long-term flnancing of industry'. Real savings 
deposits represent investment surpluses of individuals and may, 
therefore, be properly used for fixed capital investment purposes. 
But an essential preliminary condition to the pursuit of this 
course with safety is the complete legal segregation of the savings 
bank department of a commercial bank, having its own books 
and balance sheets and separate special assets to meet the nlniwig 
of its depositors. A much more legal and actual differentiation is 
also called for between time and demand deposits than exists at 
present. The possibility of confusing the two accounts must 
definitely be precluded. Time deposits may be made subject to 
90 days’ notice and the right to require notice should be obli- 

‘ A.'M. Allen, ete., Commereial BtuMng Legislatim. and Control, p. S». 

• T. B. Wlinle, LeOuru on Englith and Contintntdl Banking (delivered Manh 
96. inn. Journal of the TnrtiMr of Banknrt, Inly, 1981, p. 887. 
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gatory and not merely optional. They should also be wstricted 
to pass book type accounts and limited iu size to a certain maxi 
mum. Only under such circumstances may the lime and savings 
deposits be employed for long-term financing transactions, always 
taking care that such funds are held absolutely in the soundest 
assets. 

Tlie seriousness of risks may be greatly reduced by the 
pursuit of ti. cautious and iuditioiis policy of carelully select^ 
investments and by working in {syndicates. Among industrial 
securities, high-grade bonds having a wide and active market 
may be chosen, and the principle of diversification of interests 
may life followed carefully. The machinexy of valuation 
must be highly improved to guard against defective valuation, 
when advances are made on security of block of industrial 
concerns. Eeal estate loans should, however, be avoided as far 
as possib'e. They proved, it may be recalled, the weakest link 
in the recent American banking dcvelopmonls'; There is a 
practice among certain banks of Europe to obtain fuud.s for their 
less liquid investments by issuing 3 to 6 year debentures. Fcr 
instance, the L’Union de Banques Suisscs in Switzerland derives 
part of its working capital from the issue of its oun bonds. . The 
fund's raised in this manner may also bo legitimately employed 
for industrial financing. 

Its Drawbacks: 

At the same time it must be remembered that there are 
certain serious drawbacks of any such change in the f)o]icy of com¬ 
mercial banks. The investments of the resources of tlic banks in 
bonds and other sticuinties is doubtless highly profitable in the 
years of prosperity and boom but in the years of depression when 
prices of securities depreciate, they find that a considerable portion 
of their assets have not only become “ frozen ” and unrcalisable 
but that most of the value has disappeared. The deposit banks 
which had aI.so become banques d’affairs found themselves in a 
hopelessly exposed position in the financial blizzard of 1931 that 
swept from one end of the world to the other. The American 
banks, which had heavy commitments in the stock market either 
directly or through their investment affiliates, were serious'y 
affected by the sharp fall in security prices. Dr. Goldschmidt 
^8 estimated that all told in the portfolios of commercial banks 
one-half to two billion dollars of securities became smously 
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endangwed and even completely frozen in the crisis. Even 
at the minimum quotations of 1932, losses on these ho’dings 
amounted to more than one billion dollars representing about 
10% of the capital and reserves of all commercial banks.’ The 
French and Japanese banks also suffered- tremendous losses 
owing to the pursuit of the same policy of-heavy investments in 
industrial securities. In an earlier jjcriod (1920) the Swedish 
banks had to write off 700 million kronor mainly on aceoimi of 
industrial debts." 

There is another serious risk attending such piactice. 
The policy of long-tenn investments is apt to Iw frequentlyyarried 
beyond the limits of prudence. The hanks will then 1>p plac.ed 
in a hopelessly unliquid position. In Prance the Banque 
National de Credit broke down in 1932 owing to a policy 
01 imprudently immobilizing a c-onsiderable jwrtion of its <*apital 
in industry' and not sufSciently spreading out its risks.’ At the 
same time it must be n{)ticed that the other banques 
de dep6ts which had taken the necessajy steps to strengthen the 
liquidity of their position at the first signn' of the approaching 
financial crisis were not so badly affected. The disastrous 
consequences of imprudent management arc also illustrated by the 
difficulties of the Austrian Creditanstalt which were directly trac.e- 
able, to its being inextricably im'olvt'd in the fortunes of Austrian 
industry. The activities of tlie American hanks in the 
stock and the real estate Jiiarkel during the boom of 1929 clearly 
demonstrate where this policy of mixing functions may ultimate’y 
lead the commercial banks. They fostered a spirit of specula¬ 
tion all over tlic economic structure which ultimatelv became 
“ an epidemic and one so virulent that none of the usual anti¬ 
toxins could stop its course until it had driven stock exchange 
quotations and real estate value to dizzy heights, placed several 
billions of very questionab’e home and foreign securities and 
lulled an increasing number of people into the illusion of paper 

* B. W. QoldscLmi'dt, The Changing Structure of American Banking, 10l5. 

> •* Banking and .Industry in Sifcden •’- -an arti.'le by Tf. Weling Berger in The 
Timee Trade and Engineering Su^iplcmcnl, Banking Nnmbcr, Juno 30, 1928, p. 1ft. 

* Tte Bank bus made large advances to tbe Comptoir Lyon Meniond. It got into 
difftenitioB in September, 1931, and a mu on dt began. Tbr State had to interfere, 
creating a guarantee fund. Ear'y in 1.938 it was decided to wind up the institution and 
Mnsfer its' business to a new company, the Bannne National pour le Commezoe et 
rXndnstKB whose capital was guaranteed by a Syndicate including the Bank of France, 
the Cr^t Lyonnais, etc.—The Statist, Inf. Bonking See., Nov. 12, 1982. Also Memo- 
nmdiim on Commeicial Banks, 1926-88 (Ijeague of Nations), Geneva, 1984, p. 98. 
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riches paper profits.’*' Banks in America had rushed reck* 
lessly into the investment field. As a result many of them became 
hopelessly waterlogged with long-term bonds and real estate 
Inn-na which were absolutely unrealisable and had to shut their 
doors. Even Federal Eeserve Banks could not render any 
assistance to the distressed institutions as their real estate 
holdings and bond portfolios AA’ere not eligible as a basis of loan 
with the Eeserve Banks. In connection with these bank 
failures some startling di.sclosures were made as a result of 
Congressional investigation Avhich showed that various illegalities 
and excesses were comniittefi by the more speculative banks and 
their numerous affiliates. Affiliates, for instance, were verj 
frequently employed by the banks to give their own stock an 
activity and popularity which they did not possess. “ Some 
entered into speculative commitments for the short or the long 
run, some financed stock operations of officers and directors of 
parent banks, others muddled in real estate operations and often 
manipulated the stock of the parent banks buying and selling 
and participating in pool operations.” These activities are 
calculated to earn enormous profits so long as there is an upward 
tendency of the market but must end in losses as soon as the 
market falls. The panic of 1929 was ” essentially a stock 
market convulsion ” produced by the speculative activities of 
the banks and their subsidiaries.® 

Postt-Dcpressinn Reaction—the Drive Againet Mixed Ranking : 

The American Banking Act of 1933 took a serious 
view of the speculative activities of the banks and their 
affiliates. The American public’s fingers had been badly burnt 
and the whole development had come to be universally 
condemned. The Act was vital'y concerned with the dis¬ 
persal of the menace of the banks’ security affiliates; and a 
considerable portion of it was occupied with this particular 
question.® Under its provisions commercial banks must divest 
thcm.sclvcs of their interest in any investment affiliatb and must 
shun all issuing and underwriting activities. The Act endea¬ 
voured to bring about a complete divorcement between commer- 

> K. W. Goldachmidt, The Changing rirueture of Ameriean Banking, 1038, p. 06. 

* “ Speenlktive ActivitieB of Americnn Banken an by H. P, WiUia in 

(he flanker, Febniaiy, 1831, p. ISS. 

> Seetiona 16. IS, 80. 88 and 88. 
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cial and investment banking not only by tabooing the security 
affiliates of the commercial banks, but also by providing mea¬ 
sures which were designed to keep investment banking strictly 
within its legitimate province and restrain it from infring in g on 
commercial banking. Thus it was not only pi’escribed that 
after one year of the passage of the Act no member bank might 
be affiliated with any institution engaged principally in the 
issue, dotation, underwriting, public sale, or distriWtion of 
stocks, bonds, debentures, notes or other .securities: hut invest¬ 
ment banks were also denied the right to receive dcjKisits subject 
to cheque or to i-efiayment on presentation of a pass book, certi¬ 
ficate of deposit or other evidence of debt upon recpiest of a 
depositor, rnter-loeking directorates were declared luilawful 
and no officer of a member bank would he fiermitled to become 
a manager, director or other officer of an investment house.' 
The Banking Act of 1935 further provided that the tf>tal amount of 
investment security of any one obligor held by a national hank 
should not exceed 10 per cent, of its capital and surplus® 

The segregation of commercial banking from investment 
banking proper was not peculiar to the United States alone. 
Indeed one of the most remarkable trends of commercial bank¬ 
ing in the years after the crisis w’as the displacement of 
“mixed banking’’ not only in countries where the functions, 
originally separate, became mixed up in the post-war years but 
also in countries which were the traditional homes of such 
banking. The widespread havoc caused by an intermixture of 
banking functions during the crisis in a number of countries 
prompted legislators to bring about a divorcement between 
commercial and investment banking. In Germany, it will be 
recalled, the German Credit Act of December 5, 1934, definitely 
curbed the investment banking activities of the German banks. 
In Belgium from 1st Tanuaiy, 1936, all deposit banks, i.e., 

“ those whose business it is to accept funds at interest payable 
within two years” were prohibited from taking shares or 
participations in any commercial or industrial enterprise and 
those who were holding industrial securities were required to 
give them up. before that date.* Swedish banks which had 

I “ The Banking Act of 1088“—an article hy B. B. Weaterfield in the Journal of 
PoUHoal Beonomy, December, 1938. 

“The Banking Act of 1935“—an article by H. H. Preaton in the Journal of 
PeitiUaal Boonomy, December, 1985. 

* A. kC. Allen, etc., Cemmaraml Banking Laghlatitm ofid Control^ p. 86. 

18-1789 B 
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played an im])nriajit ])iirl in llic jniivisioii ol' lonji;*lcriii industrial 
finance were forbidden under the Bank Act of 1933 to 
acquire shares and lend on security except under certain specified 
conditions. In anotlier country, Italy, wlicre there was a 
banking traditioii of long-term financing of industry, recent 
changes in banking laAv strikingly illustrate the same tendency 
towards a complete separation of functions. The law of 1935 
prohibited the Argentine banks to hold for a period longer than 
two years after their purchase industrial shares or debentures to 
an amount exceeding 10% of their capital and 25% of their 
surplus and to participate in industrial, commercial or agricul¬ 
tural enterprises of any type.' 

A survey of |iost-depression banking legislation in various 
countries discloses further an almost universal tendency to restrict 
ownership of real estate except bank premises. Tbe case of Ger¬ 
many has already been mentioned. In Sweden banks were not to 
acquire real estate except as a result of foreclosure but must dispose 
of it as soon as possible. In Denmark owiiership of real estate other 
than bank jiremises came to be restricted to 20% of the banks’ 
capital. In Italy all proposed purchases of real estate had to be 
submitted to the Bank Inspectorate. In America, no doubt, the 
terms on which national banks could make real estate loans were 
somewhat liberalised by the Banking Act of 1935. They 
were permitted to lend against real estate for a period of ten 
years against a maximum of five years formerly and under certain 
conditions up to 00% of the estimated value of the property 
against 50% formerly. The aggregate amount of real estate 
loans to be made by national banks was also increased from 
50% of their time and savings deposits or 25% of their capital 
and surplus to 00% of their time and savings deposits or 100% 
of their capital and surplus which ever was greater." But this was 
against the n)aiii tenor of recent banking legislation. The disas¬ 
trous experience of American banks with such loans during the 
last boom did not certainly warrant such ri'Iaxation of law. 

Speaking in 1931, it was argued by Mr. P. B. Whale that 
the advantages of the mixed system to industry might perhaps 
be best secured without exposing the depositor to any greater 


1 Allen, Cope, Dark, etc.. Commercial Bankirjg Legiglation attd Control^ pp. 27-26; 
* “ The Banking Act of 1936 ”—an article by H. H. Preston in the Journal i*f 
£nonomy, December, 1936. 
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risk than he ran under the British system by the association of a 
deposit bank with an affiliated financing and issuing institution.* 
It is needless to say that the mixing up of the accounts of the 
two associated concerns should be scrupulously avoided. We 
have already noted the; ixunarkable tendency on the part of 
American and French commercial banks to establish these sub¬ 
sidiary companies to carry on transactions hitherto considered tf) 
be outside the sphere of their activities. Jn Italy also the same 
kind of association of a commercial bank with an affiliated 
financing institution was aichieved in another manner. In 
America and France commercial banks established subsidiaries 
to carry on investment banking functions, while in Italy they 
tended to shed their mixed banking character by forming 
affiliates to engage in industrial participations. When in 1930 
tlic Credito Italiano was merged with the Banca Nazionalo di 
Credito, ^ it was decided that the former should specialise in 
banking business proper and the latter in long-term industrial 
financing.® By another agreement the industrial investments of 
the lianca Commcrciak' Italiana were taken over by a financial 
company, viz., the Societa Finanziaria Industriale Italiana.® It 
may be recalled that the establishment of subsidiary companies 
had similarly tended to bring about a separation, and not 
a fusion, of banking functions in C4crmany. When the credit 
banks swerved round once again to deposit banking on the lines 
of the pre-war Finglish system, special investment companies 
came to be established by tliem.^ Prof. Henry Clay addressing 
the Manchester Statistical Society in 1932 also suggested that 
British banks might consider the possibility of forming security 
affiliates on American lines for the purpose of providing long¬ 
term capital to British industry. The suggestion was warmly 
endorsed by the Economist, though the paper stressed the 
importance of studying closely the implications and consequences 
of the American system of security affiliates.® But the inherent 
dangers in the operation of the security affiliates were clearly 
exposed during the inflationary period in America culminating 


^ r. B. Whale, Lectures on English and Coniinenial Banking (delivered Marcli 
36, 1081), Journal of the InUituie of E^hkere, June, 1931, p. 396. 

* The Statist, International Banking SeeUon, November 13, 1088, p. 704. 

* The Statist, 7th and 14th November, 1631, 

V, B. Whale, JoinUstook Banking in Germany, pp. 273-73. 

^ The Economist: Marcli iii and April 30, 1983. 
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in the stock*market crash of 1929, and we believe that their 
establishment will be calculated to do more harm than good. 
Following the collapse, as already noted, further defects have 
l)een brought out in their plan of operation. The disastrous 
consequences of the speculative activities of the American banks' 
affiliates are still fresh in the public memory and must be taken 
into account when recommending their formation by the com¬ 
mercial hanks of any countrj'. The manner in which they 
entered into an orgj- of speculation and involved the parent banks 
in enormous losses shattered all confidence in American banking, 
hoi all the.se reasons we hesitate to make any recommendation 
for adopting a similar policy of establishing security affiliates by 
commercial bunks. We have no doubt that neither Prof. Clay 
nor Mr. Whale would ever have approved of the establishment of 
security affiliates if they were speaking in 3933 after the wild 
and nefarious activities of the American subsidiaries had been 
exposed to the full blaze of publicity as a result of Congressional 
investigation. 



CHAPTEK V 


PROULKMS OF JnOUSTIUAL FuaNCR IN INDIA : 

Banks and Other Factors jn Indian 
Industrial Financing 

The relatiunslii]) bot\vt*eii banks and industry having been 
examined, an analysis of the main jR’oblems of indusU'ial finance 
in India may now be attempted. The principal agencies for the 
supply of industrial finance in the country are (1) Joint-stock 
banks, (2) Managing Agents, (fi) 'Phe State, (4) Local banks 
and Loan offices, (5) Indigenous bankers and money lenders. 
Deposits from the public also form an important .source of financt* 
in the cotton mill industry in some centres. Among all these 
factors, the Managing Agents have played the most important 
part and constitute a unique feature of India's business 
organisation. With the passage of the State-Aid to Industries 
Acts in the various provinces in the country after the first 
Great War, the State began to take an increasing - interest in 
the financing of the industries of India. A detailed examination 
of the managing agency system with |)articular referencij to its 
function as a supplier of industrial finance will be made in the next 
chapter. A study of the part played by the State in the provision 
of industrial finance and an analysis of the working of the State-Aid 
to Industries Acts in the different provinces of the country will be 
made in a subsequent chapter. A review of the similar activities of 
the State elsewhere in the years after the First Great War will form 
an interesting and useful background for such a study and will also 
be attempted later on. The present chapter will be devoted to an 
examination of the main problems of industrial finance in India 
and the part played by the banks and other factors in providing it. 

In the western countries the question of providing initial 
capital and that for extension and reorganisation of industry has 
assumed in recent years important proportions, and the problem 
of furnishing working capital to industry is only subordinate to 
that. dem and f or s horti-.terjn .iiiduBtrial g has. been met 
there fmrly adequately ap4.j^^ Tne complaint on the part 
oTinlusBry is chiefly ai)out long-dated <;apitRl. But th e problem 
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of inilu 9 .t]ritth.iuiance in India is not limited to the prpviBipn .pf 
iong-tcrni capital alone. The insufficiency of working capital 
and the high cost of such as is available are an important 
dement in the problem of industrial finance here. _WhiIe.the 
attention of western countries in recent times has been principally 
directed towards solving the problem of long-term, industrial 
iinauce, India is concenied with the question of l^h short and 
long-te rm financial facilities for her industries. 

Indian industry bas~to"TatJOiilr"iindcr specially great diffi¬ 
culties to raise its requisite long-term finances, whether for initial 
capital exjienditiire on land, machinery and buildings or for 
developmeiif, extension and reorgani.sation. 'I’he Indian invest¬ 
ing piihlie arc ja’overhially shy and are relnelant (o make direct 
investments in industry. Land ednstitnfes jierhaps thc! most 
attractive field for investments in India. Even those* who seek 
other avenues of invi*.^tnients show a remarkable ])refcrcncc for 
government securities, munieipal and port-trust loans and jxistal 
cash certificates, rather than for industrial shares and 
debentures.* 

The banking .system is modelled elo.stdy on the lines of the 
English deposit banking as it stood before World War I which has 
1 a long t radition of maintaining, an attitude of aloofness from In- 
. dustrj' and as such it is not at all equipped for the provision of 
long-term finance to industry. India lias not the continental 
.jiystem oi banking organis atio n nor iloes slie jiossess the issue lionsfia.. 
of England or the investment banks of the United States of 
America. Industries in India are unable to have their shares and 
debentures underwritten as is commonly done in the West. One 
or two wealthy financiers or firms of brokers may have occasionally 
underwritten the shares of sonic industrial companies. But 
there are no firms or groups of capitalists who make a regular 
business of imdcrwTiting industrial securities. There have even 
been instances in iwciif. years wlierc thc ]>romoters of certain 
public utility companies failed to get their issues underwritten 
on any terms.® Insurance c^unpanies are large institutional 

' l{(?port of the Indian Central Banking Knqiiiry Committee, Vol. I, Part I, p. 489. 

- Replies to a s|iecia1 (|uefitioDnaire. Caleiitla Stork Exchange Aasociation, Ltd.— 
Indian Central Banking Enquiry Comnuttef^ Vol. 11, p. 688. In more recent years a 
number of well-known atock brokers have under-written induatrial ieaneB in Calcutta, 
Bombay and Madras, ^me rommercial banks have also been known to have under¬ 
written ekarea and debenture itanea of industrial comitanioB. Rncb underwriting aotivitica 
arc to be witneMaed uhiefly during boom periods. 
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investors of industrial 6nance elsewhere.* In Japaji and th6 
United States particularly they have played an important part in 
the provision of long-term finance by investing in mortgages on 
leal estate and on factories as well as in industrial securities. 
'I'lie table gh'en below showing the investments of insurance 
companies in .lapan illustrates, the various ways in which they 
jiave furnished this long-term finance’ 


V«ar. 


No. of 

iQAurBnro Cos. 


Mortgages on 
real estate. 


1932-33 

Loans on seourities. 
220,418 


(In thousHnds of Yen) 
89 82,070 

Stocks. 

332,179 


Mortgagefi on 
factories. 


118,836 

Dobentures. 

482,828 


The investments in the Nation.il and Local Bonds were 
only 212,727,000 yen. In the United States the funds of life 
insurance companies are frequently placed in mortgages and 
unlisted securities which are not particularly niarlcetable but 
\^ich afford a gppd yield.” In England also the distribution of 
insurance companies’ investments (1934) show that between a 
quarter and a third of their funds are in the form of securities 
in railway companies and industrial enterprises. The tendency 
tow'ords an increased holding of industrial securities has mani¬ 
fested itself since 1920 and has been accentuated in recent years.* 
In India, on the otJjcr hand, insurance companies have always 
put the bulk of their funds in government or semi-govemment 
securities and have generally avoided industrial securities and 
real estate mortgages. It is only in recent years that they have 
been taking an interest in the latter and the percentages of their 
investment in shares in Indian companies and mortgages on 
property have been increasing. But the majority of insurance 
companies in India have vciy little to do outside government, 
port-trust and municipal'securities, and 70% of their assets are 
still invested in them.* Under the provisions of f?ec. 27 (1) of the 

» Thirty-fourth FinnDcial and Kconomic Atiiuial of Japan, 1934, pp. 112-13. 

2 C. V. Biddio and G. E. Bates, Investment Banking, pp. 11-12. 

2 A. T. K. Grant, A Study of the Capilat Market in PosUWar Britain (1987), 
pp. 160.90. 

in 1921, 1.5 p. e. of their asaets was invested in shans of Indian companies 
and 1.07 p. e. in mortgagev. The percentages in 1986 rose to 6.77 and 8.88 respectively. 
(Article in the Calevtta Bevictr, June. 1989, p. 228.) Tn 1940 a little over 6 p. c, was 
invested in industrial shafiss. In 1943 this percentage', however, is found to have been 
doubled, 
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iecent Indian Insurance Act,* the insurance companies of our 
country have been compelled to invest 55 per cent, of their liabili* 
ties to holders of life insurance policies in government and govern¬ 
ment-approved securities. WTiatever scope Avas aArailable to insur¬ 
ance companies for proAiding industrial finance has been seriously 
curtailed by the Insurance Amendment Act, 1950 which rigidly 
controls the investments of insurance companies. In recent years a 
few investment companies have been started but all of them cannot 
be characterised as investment trusts. Most of these companies 
are small sized and a large proportion of their inA*estments consists 
of government and seini-goA-erriment securities, so that holdings of 
industrial shares and debentures arc relatiA'oly small.' 


Methods of Raising Fired Capital for Indian Industry : 


The financing of fixed capital expenditure of industry is, as 
elsewhere, sought to be done out of paid-up share capital. The 
bulk of this paid-up capital is ordinary or common stock. Prefer¬ 
ence shares have been issued in some cases but they are not very 
popular in India. It appears that jute mills have relied more than 
the cotton mills on this source of financing. Out of the 59 jute' 
mills given in the Investors’ India Year Book (19.%-39) as many.* 
as 52 issued preference shares. The amount of capital raised by 
means of preference shares ft)rincd nearly 34 % of the total capital 
of the mills. Only 25 cotton mills out of 00 quoted issued pre¬ 
ference shares amounting to 18.2% of the total })aid-up capital. 
In the tea industry out of 130 companies only 25 issutMl preference 
shares amounting to .Rs. 76,35,000 while their ordinary shares 
were valued at lls. 4,82,11,400 and the* piTference shares, there¬ 
fore, formed only 14% of the total capital.’ Of the 28 sugar 
companies quoted in the Calcutta Stock Exchange only seven 
issued preference shares (amounting to 8.2% of the total capital). 
In the iron and steel industry, the Tata Iron and Steel Co., Ltd., 
is a remarkable exception in that it raised 70% of its share capital 
by means of preference shares. 

As regards debenture finance, it is also interesting to note 
that unlike European cmmtries, industries in India have not 


L The lodien Insurance Act,id9S6, Bee. 27(1). 

• Biinalchandra Ghosh, A Study of the Indian Money Market, p. 278. In 
decent post-war years some investment trusts in India have shown a much higher percent¬ 
age of investments in preference shares and equities of industrial oompanies than in 
Government Becurities. 

* Investor's India Year Book, Place, Pilddons A C^ugh, 1986-89, 
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been able lo resort to this form of finance to any very great 
extent. Debentures have always constituted an important source 
out ol v\lti(ii iiidustjial concerns in western countries have 
derived tJie necessary Ijsds for mating capital sliortage in block 
or the c^ iwnditure for ex^ and replacohients or cren normal 

working oxjiensjis.. In India, in some cases, extensions and 
replacdnents of plant and macliincry liave no doubt been financed 
by the issue of debentures. P»,it iliey aie, as a rule, limited in 
vogue and constitutt! here a very s.uall piojunlion of tlie total 
share capital of industrial enterprises. Tbe following table 
brings out in sinking liisliion il.e insignificant part played by 
debentures in indnslrial financing in India.’ ;— 


Share Capital 
l><»lu‘n hires 


.loint-Slork C'ojn|};iiii(‘> 

II ( !i 

.17s. 70.30 croros 


J oim - stock Cornjia n 
ill hoiiiliay li.st. 

liR. eroreH 


Out of ijJ) jute mills quoted in tJie investors' India Year Ikxik 
(4938-39), had debenture e<apital and the percentage of debenture to 
total capital was 10. Out of 60 cotton mills quoted only 16 issued 
debentures wdiicli represented J5.G% of the total share capital.' 
In the tea industry debentures formed 4% only of the share 
capital. In the sugar industry the proportion of debenture to 
psiid-up capital \vas higher than in any of the above industries. 
It was 22M% of tlio! total capital.” 

The relative insigniiicnnce of debenture capital in India is 
due to a variety of reasons. Mr. (now* Sir) K. M. Macdonald, 
Managing Governor of tbe Imperial Bank, made the point before 
the Indian Central Banking Enquiry Committee that deben¬ 
tures were not a popular method of investment with Indians, 
because most of the Indian investors had an attraction for 
speculation. HMie favourite' wnsidcration with them was 
capital approplation ratherirtian 'steady yield. Debentures, as a 
rinST offered little prospects capital appreciation and there¬ 
fore proved unattractive to them.” There may be a class of 
speculative investors whose only consideration is capital 

1 Indian Central Bankinf^ Enquiry Conimittoe, Vol. I, Part II (Minority Beport), 

p. 885. • 

a In 1950 only B.49<^, of tbe total capital of-indaiitrial companies on the Calcutta 
Stock Bxchaxige last was raised by issue of debentures (Calcutta Stock Exchange Year 
Book). 

3. Statement of Evidence of Mr. K. M. Macdonald^ Indian Central Banking 
Enquiry Committee, Vol. II, p. 226. 

I4r-178DB 
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uppreciatiuu but that in not tiic witirc explanation of the 

unpopularity of debentures. It docs not explain the enormous 

amount invested by the Indian public in government securities, 

postal cash certificates and municipal and port-trust loans. 

The prospect of appreciation in value of such securities is not 

at all large, yet they attract a amsiderablc number of investors. 

'Pile unlikeliliood of capital appreciation docs not count much. 

It is the nature of the securitv offered which counts. ^Vhcn 

•* 

the security is satisfactory and the yield is suffi(?iently attrac¬ 
tive, the public will subscribe rwidily. In Calcutta, jute mill 
debentures have ju'ovcd an attractive held for investment. Jute 
mills here have been able to issue ficbeutun’s at rates almost as 
cheap as those for government loans. TJie rate current for jute 
mill debentures in I9d9 was 5i% which was only one-tenth 
per cent, higher than the rate payable by the Government of 
India for its loans and nearly j % cbeaj)ei’ than the rate paid by 
the Bombay Municipality.' Sound jute mill dehentures have 
often commanded a price which gives an even smaller return 
than is available in some government securities. Th(! debenture 
issues of jute mill companies even uiuhu’ Indian managing 
agents, such as thos(' of the ITukumchand Jute Mills and of the 
Birla Jute Manufacturing (Jo., have' lx‘en sold without much 
difficulty. Debentures of tea companies are also sought after 
in Calcutta." Debentures of cotton niills have not, however, 
been so popular a mcitluKl of investment in Bombay. This is 
entirely due to the low state into which the industry fell in 
recent years. Ibitil the prospects of Bombay mills waned, 
debentures were even more current there than in (’alculta." 

The payment of initial stamp duty has often l)een considered 
to be a cause of the unpopularity of debentures. In addition to 
the usual interest, the industrial company issuing debentures has 
to pay the initial legal and stami) charges (f% plus charges for 
registration) and also an underwriting commission varying from 
2 to 5%. But the question of initial stamp duty has hardly any 
bearing on the popularity otherwise of industrial debentures. 
No stamp duty has to be paid on del)entures by the purchaser 
unless they are in registered form, of which there are not more 

1 Capital, 19tb September, 1939. 

2 Evitlomr. of Exchange BankerR* ABROciation, Indian Central Banking Enquiry 
Committee, Vol. Ill, p. 328. 

3 Statement of Evidence of Mr. F. E. Dinabaw, Indian Central Banking Enquiry 
fogusnittee, Vol. II, p. 466. 
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than about half a dozen in Calcutta. The stamp duty in that 
case is the same as for share transfers.’ 

The true reasons for the unpopularity of debentures must be 
I sought elsewhere. In the first place, there a re no issue houses in 
I India to help the delienturejaspes. There are no institutional 
> investors w'hich could take up the debenture issues of various 
industrial companies. The Imperial Bank of India Act of 1920 
did not permit the Bank to hold them, although that restriction 
has recently been removed on the establishment of the Reserve 
Bank and the eonseqiient passing of the Imperial Bank of India 
(Amendment) Act, 1934.“ The other joint-stock banks do not 
j: take to them as there is not always a ready market for their 
; disposal. The siz(^ of most of the debentures is sjiiall and they 
' arc taken up almost entirely by a linjited group of financiers. 
The majority of the debentures issued by cotton mills in Bombay 
w'ere taken up bj"^ Indian princes anrl wealthy merchants. An 
issue of debentures worth Rs. 25 lakhs by the Simplex Mills w'as 
entirely held by the Charterwl Bank.* In the circumstances 
no real market is created for the issues. The debentures of the 
Tata Iron and Steel Company and of the Tata Hydro-Electric 
Company are two of the few exceptions where they have a jugular 
market. 

The attitude of the banks has perhaps been most responsible 
for the unpo[)ularity of debentures as a method of industrial 
fimincing in the country. The proceedings of the Indian 
Central Banking Enquiry Committee proved beyond the shadow 
of doubt that industrial concerns which had issued debentures 
T^ejigt .lqoked„^x)n w favour by Ujc banks. Their credit with 
the banks became impaii'cd and they found it difiicult to secure 
bank loans and cash credits on the usual terms. It must be a 
very narrow view, as Dr. Jeidcls observed, that simply because 
a concern was no ^ exclusiv ely financed by its share capitsil, it was 
rujt.,eligU)le for ^banking accommodation. ' 

In the western countries there sire noticeable, in later post¬ 
war years, two unmistakable trendb in industrial financing. 


^ Calcutta l^ock Exchange ABKariation : Keplics to a special questionnaire.— 
Indian Central Banking Enquiry Committee, Vol. TI, p. 08*2. 

3 Section 15 (1) of the Imperial Bank of India (Amehdnienf) Act, 1934. 

^ Evidence of Mr. A. D. SlirolT, Indian Central Banking Enquiry Committee, 
Vol. ill, p. 206. 

* DittcMsiontt mlh Foreign'Erpertx, Indian Central Banking Enquiry Committee, 
Vol, IV. p, 168 . 
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During the period 1926-3.1 preference shares giained increasing 
popularity among investors in the West. There was an almost 
universal tendency among' the public to invest their savings in 
preferred rather than in ordinary shares which have to carry the 
full risks of the industry. The composition of the share capital 
of business corporations accordingly underwent a remarkable 
change. In the I'niled States, preference stocks formed in 1929 
24.1^ of common slocks while they had formed only 22.7% 
in .1.924. Similarly in the T'nited Kingdom, the perccjitage of 
preferred to ordinary capital i*oso from 56.5% in 1924 to 58.4% 
in 1929.' This relative iiicrea.se in preh'rence shares was partly 
the outcomi' of the prevailing economic conditions of a disturbwl 
period which increased the general insecurity of business enter¬ 
prises. Investors wore generally unwilling to face the full risks 
whicli the holding of ordinary shares must imjily and u’crc guided 
by considerations of “ .safety” rather than of ‘‘ yield.” Dut 
“ the tendency was also jiartfy the result of an increase! in the 
number of small share-holders and in the amounts of capital 
accumulated by financial institutions such as insurance companies 
owing to widely dispersed small savings.” 

There was also a general tendency among capital importing 
countries in the West for delicntures of business corporations 
to increase in relation to owned capital. In Germany, for 
instance, the proportion of debt obligations to capital ini^reased 
between 1925 and 1929 from 57,1% to 84.2% and in Hungary 
between 1927 and 1929 from 78.1% to 99.2%. Even in the 
case of the capital exporting countries the absr)lute, though not 
the relative, amount of indebtedness increased substantially as 
in the case of the. United States or was well maintained at 
practically the same levd as in that of the ["nited Kingdom.* 
When the lawm came to sin end in 1929, industiy' in general 
had to carry a mucli heavier load of debt than in the preceding 
years of jnosiKTity. Th(< earnings lapidly shrank in the 
depression years but the fixed charges upon this debt K-imained 
as a heavy burden iijion imTustry and look a big slice out of the 
diminishing profits. The cajiital invested in equities may hi 
deprived of its dividends Jni'f the debt charges have to lie paid at 
aTTcosts to avoid the risks of default. 


^ The World IHcotiomiv- Surrey (Ticagne of Nniionfi), p. 14<). 

» ibid,, pi>. 138-32. 
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It would 1)6 Interefiting tu contnist these remarkable trends in 
the industrial hnanciiig of w'cKteru countries A\ith tJio position in 
India during the j)eriod in question. It is unfortunate that 
figures for ordinary and preferencA) capital and for debentures of 
Indian joint-stock companies aio not available separately. The 
percentage of preferred to ordinary stocks and that of debentures 
to paid-up capital in the case of business corporations as a whole 
cannot, tbeieforc, Ik? i(rriv(?d at.' Hut from a study of the 
IKisition in the case of some reiircsentalivc industries such as 
cotton, jute, tea and sugar, there appears to be no evidence 
that the pniportion ima'cased eith(!r in the case of preference 
shaies or in that of d<.-bcutures. In the case of the tea industry, 
for instance, for which detailed ligures ai'c available, the iiosition 
in jvgard to debentures and preference shart's was a..s follows :— 


I''*' 'hw yini'.' 

1‘i of. Sliiuvs 

t )rtl. 

Debciit luos 

hkjo 

2r>,20,<KH) 


8,29,(j00 

IU2(j 

... 25,2o,(X)0 

2,59.18,150 

0,30.0(X> 

1027 

... 2i),20,000 

2,(10,58, J 50 

(5,00,000 

1928 

... 25,20.000 

2,01,08,150 

5,G5,5(X) 

1925) 

... 25,20,(KKV 

2,57,48,150 

4,(3.3,600 

1930 

... 25,2O,0(K) 

2,50,48,150 

4,6.3,600 


The amount of preference shares i-eniained constant while 
debentures declined relatively to total capital. A well-known 
hru) of stock and share broker.«! in Calcutta has also informed the 
writer that the trends obsciTod in the case 'of western countries 
during 1925-Jll were not noticeable in India," There, was hen? 
no tendency to construct companies with a relatively large 
propoiiiion of debentures, although there were notable (‘xceptions 
in connection with one or two sugar companies which were 
constructed with an unduly heavy proiiortion of delienture 
capital. 

In India, the absence oi any tendency for debentures ta 
grow in relation to owned capital i-elieved industrial enterprises 

1 Tbc writer appiQiu^bed the Dirrr'lor-tfcncraJ ni' Coiiiniurcial liitalligciice and 
Htatiatic«t, Goveriinieni of Iqdia, fur tbc nsccRBary figures but in a letter, dated tbc 0th 
8q)tember, 1985, be regretted that tbc figiires were not available. 

3 iitbarco : Mesara. Pjacc, Siddona and Goiigb, Stock and Share Brokers, Calcutta 
iu.their letter to the writer, dated the 6lb February, 1936. 
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of the same depressing influence upon their ))rofits that was 
noticeable in western countries during the depression period. In 
the case of the few sugar companies which were constructed 
with an unduly lieavy proportion of debentures, it lias been 
observeil, especially since the imiiosition of the excise duty, that 
estimated profits did not materialise and they found themselves 
loaded with debentures for which it was difficult to provide the 
interest.* 


Problems of Lontj-Term Industrial rinance : 

The difficulties of obtaining initial capital for industry, 
though no doubt normally very great in India, have been perhaps 
over-stressed. Industries floated on sound lines and showing 
reasonable prospects of success have not been unable to secure 
the financial support of the investing public. This view is 
endorsed by the evidences of the Bengal Chamber of Commerce,' 
the Exchange Banks Association' and the Imperial Bank of 
India * before the Indian Central Banking Enquiry Committee. 
It is further supported by the representations of the Bombay 
Shareholders’ Association before the Government of India 
regarding amendment of the Indian Comjianies Aet.“ 'Phe 
larger industrial undertakings, specially those" under the manage¬ 
ment of well-known firms of managing agents, have hardly 
experienced any difficulty in raising the necessary amount of 
their share capital. The imprimatur of managing agents has 
not always been necessary. The Uhakeswni-i Cotton Mill which 
is not under the system of managing agents experienced no 
difficulty in raising the whol(> of its share capital.* In the case 
of the protected industries like sugar and matches there has also 
been no lack of interest on tlu? part of the investing public and 
in several instances the share capital has been wholly taken up 
within a sliort period of its issue. Industries which have offered 
high rates of dividends have not failed to attract investors and 

1 Letter to the writer from Mt'-ssrs. IMhw, Siddonri and Gough, op, cit. 

2 Indian Central Banking Enquiry Comniiltec, Vol. II, p. 472. 

3 Ibid., Vol. II. p. 626. 

4 Ibid., Vol. I. Part I. p. 268. 

Indian Companies Act : Case for Amendment, p. 2. 

« Indian Tariff Board, 1231: Evidenre of Mr. A. B. Ouha, Managing director. 
The cement companies also were able t<o raise Ihoir capilal without the help of managing 
agents. 
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in the tea industry, we liave the testimony of a vvell-kuowu tea 
magnate, sliares were often ovcrsubseribed.* During the boom 
2 )eriods, it is well-known, tlie activities of the Indian public in the 
stock market liavc been even as great as tliosc of any other public 
in the stock markets of any other country. In the hectic years 
of the post-war boom enormous funds were freely invested in 
industry as will be evident from the figures given below, showing 
the net capital invested in joint-stoclc companies during 1920-2L 
and 1921-22 * 


• Es. 

1920- 2'J—41.2 crores. 

1921- 22—CO.l crores. 

A good proposition has stddom lacked the su{)2K>rt of the investing 
public. Whenever the investors regard in their own way that 
a concern is liludy to be suc(rc.ssful and promising, funds have 
flown freely. The jute, cotton, tea and (a)al companies w'hich 
could give some assurance of success hav(^ always attracted the 
investors. Even in the case of a juouecring enterprise as the 
steel industry, the jmblic have not failed to I'espond. It is 
indeed surprising that the Indian public have still been coming 
forward witli their purs(‘, altJiough they were subjected to severe 
losses arising out of the'! numerous liquidations of joint-stock 
eompani(!s in the post-war slump and the enormous bank failures 
of 1913-17. 

There is no doubt that business outside the usual lines, 
untried and untested, has no attraction for the investing public, 
but this is true not only'of India but also of every other country. 
The problem of raising initial capital is more acute in the case 
of smaller concerns in the larger industries and in the medium- 
sii5t5d and smaller businesses generally. Such enterprises have, 
it has already been noted, felt severe handicaps in raising their 
initial capital elsewhere where the capital market is highly 
organised. Tliev m ust experience uncommon difficulties in f 
India where the capital market is not organised at all and issue 
hwKs an^.yi^ are conspicuous by their abs<^ce. i 

Eira mills, soap factones, collieries, oil mills, hosieries and a 


1 Evidence of Mr. (now Dr.) Bahman. Benfifal Provincial Banking Ehquiry Com¬ 
mittee. 

s Indian Central Banking Enquiry Committee* Vol. I, Part 1, p. SOO. 
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host of similar medium-sized and smaller enterprises arc unable 
to obtain the necessary initial finances for meeting the fixed 
capital expenditure on purchase of land, installation of 
inachiner)' and erection of factory buildings. Tf they are run off 
individual proprietary basis, tlu! limits of Ihe i)ersonal invest¬ 
ments of the owners are (piickly l■^^a(■hed. Evcji when they are 
owned and managtHl by joiutsloc.k companies, they do not fare 
better in the matter of securing the initial capital. Gcnerjilly 
speaking, the realisations from their share flotatifins fail to meet 
their requirements foi* fixed capital expenditure.* 

Problems of long-term industrial finance, however, are not 
confined to the raising of initial capital by means of share 
flotations. A more important gmiip of problems is connected 
with the ques tion of obt ainiiiir fairlv l f>ng-term finian einj fanijitifts 
during the development period of a business. The amount that 
is rcalise.d by the selling of shares is soon exhausted in acquiring 
the land, setting up the factory, inslallling the maehineiy and 
providing other equipments. The concern is faced with the 
acute problem of finding the requisite funds to develop and cany 
on the business, till it becomes a paying proposition. In some 
industries several years might elapse* befoi’c the concern is able 
to come to this stage. A reference to tea garden finance in 
Bengal and Assam brings into clear relief the difficulties 
experienced by Indian industri<‘s generally to obtain the necessary 
long-term finances during the development jxiriod. By its very 
nature the tea industry requires considerable initial capital 
expenditure. A garden to bo worked economically should have 
an average size* of at least 500 acres. The acquisition of land 
costs nearly a lakh of rupees. The expenditure on account of 
machinery runs to another lakh. There is further expenditure 
to be met for construction of roads and bridges and for building 
bungalows for managers and quarters for labourers. Besides all 
this expenditui’c, a, considerable amount has to lie incurred for 
opening out and carrying on an estate before it becomes a paying 
proixisition. The garden begins to yield crops from the fourth 
year and liccomes a jiaying proposition iu at least the sixth or 
seventh year. The cost of opening out a garden has been 
estimated to be between Es. 1,500 and Es. 3,000 per planted 


1 Statfsment of BvidoDce of Uio Bengal Ne,tional Chamber of Cominercet Indian 
Central Banking Enquiry CommiUee, Vol IT, p. 4BI.. 
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acre.' Besides the three and half lakhs required for meeting the 
initial fixed capital (expenditure an almost equal amount has to 
be incurred without any neturu during the development period. 
It has been found by experience that an Indian tea company is 
generally able tp raise alxuit 8 lakhs of rupees by .floating shares 
and hence the subscribed capital does not provide more than 
fiO% of the entire amount required.® The funds obtained from 
this source arc exhausted in the course of two or three years in 
purchasing land and macliinciy' and erecting buildings. Soon 
the gardens have to seek finance from outside sources to meet 
the expenses of the development period. A legal and equitable 
mortgage of the jirofXTly, garden and machinery . has to be 
executed and the loans are raised on this mortgage from loan 
offices, Marwari merchants and other money-lenders for a period 
of 7 to 10 years.® The rate of intemst varies from 12 to 21% 
in the case of advanoiw from indigenous bankers and money¬ 
lenders and is a little lower (varying from 9 to 12%) in the case 
of those from loan offices or local banks.® In Assam the interest 
charged by the local Kyali firms for such advances is 12%.* 
No joint-stock bank Avill ordinarily lend against the mortgage of 
such property. There is also no other organisation which can 
make advances for a fairly long term on the security of the fixed 
assets of industrj'. Under the circumstances the rates of interest 
are unduly high and the guaranh'c of the managing agents or 
directors is to be given in addition. A Avorse feature is that 
loans even on such terms are not available readily to the 
borrowers. The newly established concerns become sorely 
handicapped and are compelled in many cases to cut down their 
development programmes. Mr. E. S. Boffey, w'ho had extensivei 
experience of tea gardens finance, rightly observed that the' 
most difficult and worrying business with the opening out of a 
tea estate Avas th^e question of phtain}.ng the neceasqiy jBnance 
thereof. 

1 Evidence of Mr. £. S. Boffey.—Proceedings of the Assam Provincial Banking 
Enqndry Committee, Vol. II, p. 262. 

> Evidence of BepreSentatives of Indian Tea Planters' Association, Indian Central 
Banking Enquiry Committee, Vol, Til, pp. 676-76. 

9 Evidence of Bopresentatives of Indian Tea Planters' Association, Indian Central 
Baking Enquiry Committee, Vol. ITT, pp. 676-76. Also Letter from the Secretary, 
Indian Tea Planters' Association, Indian Central Banking Enquiry Committee, Vol. II. 

p. 868. 

^ Bengal Provincial Banking Enquiry Committee, p. 120. 

9 Assam Provincial Banking Enquiry Committee, Vol. II, p. 262. 
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The same difSciiltieR of obtaining the nercssarj' finances 
during the development pericwl are found in a greater degree in 
the case of the medium and smaller-aized businesses where, as 
already noted, the realisations from share capital are too slender 
to meet even the initial fixed capital cx|x?nditure. Their depen¬ 
dence on outside sources is even irore pronounced. The 
necessary loans are obtained as usual from indigenous bankers 
at exorbitant rates of interest against the mortgage of real 
property plus the personal guarantee of directors or managing 
agents. Rates vary from 1'2 to 18% while 24 to 30% have also 
been known. All this money for development though avowedly 
for the purpose of block investment is obtainable only on 
hundies.* 

Not only is there tJiis problem of finding the necessary 
finances for newly established concerns during the r)eriod of 
development but there is th«‘ (|uestion of obtaining for the 
established concerns the capital required for extension, modern¬ 
isation and replacement of machinery. How seriously the lack 
of such capital is acting as a drag on Indian industry can be well 
illustrated by a reference to the position in the cotton mill 
industry of Bombay immediately before the. outbreak of the 
War of 1939. Cotton mills required in many instances long¬ 
dated capital to enlarge the scale of operation and for installations 
of new plant and machineiw, such as for combing and finishing, 
for mercerising, for loom widening and so on. To increase 
production and reduce cost, the replacement of old plant and the 
introduction of new metiiods and systems of manufacture were 
urgently called for. Without th(‘se innovations and additions 
the import trade in important varieties of goods could not be 
captured. But the resources of the mills were hopelessly inade¬ 
quate to finance the development of industry along these lines.* 
Perhaps the most important problem of long-term industrial 
finance relates to the (juestion of finding the requisite funds for 
carrying oiT_Uie ratio nalisation of Indi an industry. During the 
last few years the moii'ment for rationaU^ion has gathered 
considerable force in the industrial countries of the world. 
Important and far-reaching schemes h^ve been adopted in various 


* Statanient of Evidence bj the Bengal National Chamber of Gommerbe, Indian 
Cenrlal Banking Eiiqiiiiy Committee, Vol. 11, p. 504. 

a Bqnresentation of the Bombay Millownen' AfBOciation to the Ttiiff Board 
(Cotton Textile Industry), 1982, 
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countries, Germany,- Italy, Japan, Great Britain and the United 
Statse, to reorganise some of the larger industries such as iron, 
and steel, cotton, coal, wool, etc. The wide variety of inter¬ 
national competition and the incidence of the unprecedented 
depression made it urgent hir almost every branch of industry to 
adopt some kind of reorganisation. Rationalisation of some of 
the major and im)x)rtani industries in India is also urgently 
called for. In the jute, cotton, cement, sugar, steel and Coal 
industries the prol)lem lias become specially important. The 
financing of any .scheme of reorganisation and amalgamation 
will require enormous funds. The failure in 1931 of the 
ambitious scheme of rationalisation in the Bombay mill indu.stry 
well illustrates the difficulties of raising the necessary funds for 
financing such schemes. In that year a merger of over 30 mills 
was contemplated. A merger committee was formed and the 
Finance Member of the (lovernmcnt of India and the Imperial 
Bank of India were approached. Informal negotiations took 
place to find out the amount of assistHn(‘e that would be forth¬ 
coming in cairying out the idea. But unfortunately the merger- 
plan had to be abandoned because the difficulties of obtaining 
the considerable amount of the necessary finance were found to 
1x1 sjiecially great.’ It is only to be hoped that the considerable 
amounts of money necessary to finance merger schemes in other 
industries will be found and that they will not meet with the 
same fate as that of the Boinhay mill industry. 

Indian Bnnls and the. Financintj of Jndmtrien 

The main problems of long-term industrial finance in India 
having been analysed, an examination may now be made of the 
part played by the banking system of the country in the financing 
of its industries. There has been for a long time an u^er- 
current of feeling that the Indian banks arc reluctant to furnish 
finance for fixed capital, expenditure of industry. Not only 
before the Indian Industrial Commission of 1910, but also 
before the Central and Provincial Banking Enquiry Committees, 
a considerable number of witnesses made the point that the 
relations* of Ipdian banks to Indian industry were far from 


f I HepresentatioD of the Bombay Millowoers' ABsonation, Tndian Tariff Board 
(Gotto Textile Industry), 1992, p. 29. 
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sRtiafactoiy in tbat respect. This criticism of the attitude of 
the Indian banks towards industry has been fostered to a great 
extent by the prevailing misconceptions as to the true nature and 
functions of the German banks. 

The Indian banking system con.sist.s of the Resen’e Bank, the 
Imj)er\a\ Bank, tlie .loint-Stook Banks and the Exchange Banks. 
The Reserve Bank of India is a true Central Bank and as such 
operates under the usual network of restrictions to which 
central banking institutions are snbj(‘ct. It can normally have 
no interest in or close relationslnp with industry. Tfie Imjjerial 
Bank of India, the biggest joint-stock hank in the countiy, was 
debarred hy the Act of 1920 from granting loans for a iongerj 
j)criod than six months. With tlie establishment of the Reserve* 
Bank of India and the consequent removal of its eharact(‘r as 
a Central Bank, it has been freed from some of the restrictions 
that had previously existed on its busine.ss but even now it 
cannot make aiij loni, oi advance for a longer period except in 
certain special eases when the maximum is nine months only.’ 
It cannot also lend upon mortgage or in any other manner upon 
the security of any immovable propeitv except in the case of 
estates under the charge of courts of ward.* The other Indian 
joint-stock banks are essentially eorumercial banks and are not 
equipped for the task of providing long-term industrial finance. 
The share of the Exchange banks in industrial financing is 
extremely limited. I’hey are founded and controlled by foreigners 
and they cannot possibly have any interest in the indigenous 
industries. I’hcir activities have generally been confined toihe 
financing of im}X)rt trade and of the short-term I'equirements of 
export industries like tea and cotton. 


Trends tnvuirds Lony-Term Induslriul Financing : 

Although banking |K)licy in India has generally been 
confined to the provision of working capital to industry, yet there 
were at least two distinct perukls in the banking history of the 
country when Indian joint-stock hanks show'ed a remarkable 
tendency towards the long-term financing of industry. Attempts 
at such industrial financing were made for the first time hy a 


The Imperial Bank of India (Amondineot) Act, 1984, S'. 19 (2). 
a Bee Schedule I, Part II. Business whicli the Bunk is not aathorisad to transact. 
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number of commercial banks, mostly in the Punjab, during the 
Swadeshi movement of 1906-13. The whole country was 
swayed by the new spirit of Swadeshi and there was a wide¬ 
spread desire to foster the indigenous industries. A rapid 
development of joint-stcK^k banking took place about that time. 
The new joint-stock ha nks undcrtwik vario us types of b usiness j 
and developed an unmistakable tendency to provide long-term' 
finance to industry.* They deliheratidy employed their funds 
in channels closed to orthodox coniniercial ))anking and under¬ 
took all the variou s m ethods of investment banking . They 
• subscribed to the shares and delicntmx^s of industrial companies 
and fm'ly advaiKvd consideiable sums on the security of factories, 
niachin(>ry, plant, buildings, and so on. The more prominent 
among these Swadeshi hanks wdiich went in for long-term 
financing of industries were the People’s Pank of the Punjab, 
the Indian Specie Bank, the ITindnsthan Bank, the Lahore Bank, 
the Doaba Bank, the Marwar Bank, the Industrial Bank and the 
Credit Bank of India.* 

The People’s Bank which had a paid-up capital of Rs. 13 
lakhs was started as an ordinary commercial bank but embarked 
subsequently ujxm industrial financing. The Bank made large 
advances to various industrial concerns on the security of 
machinery and buildings. More than 90 lakhs of its money 
were sunk in them. The “ locking up ” of such a considerable 
portion of its resources bmught alwut the inevitable crash and 
the Bank closed its diMirs. An idea may be formed of the 
financial commitments of the Bank in industry from the 
enormous amounts ad\'auced to the following industrial 
concerns *:— 


1. The Punjab Spinning and Weaving Mills Co., Ltd. ... 
H. The Lahore Spinning and Weaving Mills Co., Ltd. ... 
8. The Pioneer Investmout Co., Ltd., Lahore 

4. The Surat People's Spimiing & Weaving Mills 

5. Debentures in the Lahore Spinning and Weaving Mills 


Bs. 

20,00,000 

7,50,000 

8,50,000 

4,50,000 

1 , 00,000 


^ Vera Anatey, Economic Development of India, p. 407. 

^ ProceediBgs of the S^zth Annual Conference, Indian Economic Association, 1929. 
3 Indian Industrial Commissipn, 1916, Minutes of Evidences, Vol. V, App« VIII, 
p. 826. (Memorandum of Mr. Findlay Shirras.) 



116 


INDOSTBLVL FINANCK IN INDIA 


Besides it granted along with the Amritsar Bank a loan 
amounting to 15 lakhs of Rniiees to the Tpi^r India Real Estate 
Company which speculated in land.* 

The Hindusthau Bank heavily financed the Punjab Musical 
Association, a theatre having no capital and the Punjab Bros. 
Company, a speculative shop at Karachi. The Industrial Bank 
lent coiisiderahk; sums to its chief promoter and his concerns. 
The Bank made large advances to ginning factories and on the 
shares of allied companies. The Lahore Bank advanced large 
sums to one of its directors and its chief manager. It had a 
large investment in a leather factory in which its promoters were 
interested. Similarly the Doaha Bank made advances to the 
Amritsar General and Flour Mills and to the Phagwara Mills in 
Kapui'thala State in both of which its directors had an interest.* 
A large numljcr of other hanks failed and there was a severe 
banking crisis in 1918-15. No less than 84% of the total paid- 
up capital of Indian joinl-slock hunks was lost during 1913-17. 
The failure of many of thes<‘ hanks in this fieriod is to be | 
attributed to tlu* fact that they advaticcd money recklessly to j 
industrial ventures which did not pay.* “ h’nuizied speculation 
and imprudent and reckless loanscharacterised the activities 
of these ‘ Swa<leshi ’ hanks, j Every known principle of invest¬ 
ment banking was violat(*<l. I Tliey were primarily dciwsit banks 
and the policy of locking up almost the whole of their resources 
in long-term industrial investments, unrealisahle at the time of 
a crisis, was inevitably followed by disastrous consequences, 
"their paid-up'capital was low in proportion to their liabilities, 
and the short-term deposits in many instances were employed 
for long-term financing of industry. The principle of carefully 
distributing the risks of investment was never follow'ed. Again, 
the banks used to ])ay very high rates of interest, even 6% on 
the deposits. Hence they wen; obliged to invest in speculative 
enterprises to eani sufficiently large ju’ofits to meet expenses 
and pay the high interest. Besides, the affairs of the banks 
w'ere grossly mismanaged. In almost eveiy case the banks were 


1 Kvidonov of Kui JkhHdiir 1j. I). Ohh, AdditioT'.al .Indore in (dinrgo of Liquidation 
work, Lahore.--.Indian■ Industrial .Oouimissioiu MinoloK of KVidenre, Vol. V, p. 287. 

* rndustrial Coinmiaiiion lOVi, Minute's of Kvidoii;-e, Voi. V, p. 294. 
s Vera Anatey. Economic Deoelopmenl of India, p. 407. Alao Findlay Sbirras 
Indian Banking and Finance, p. 389^ 
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made to finance the pet concertis of their promoters or to lend 
money to the directors and managers or. to coinpanibs in 
which they were partners. One bank advanced no less than 
Rs. 71,72,037-18-1 out of a total advance of Rs. 1,07,09,000-14-1 
to companieH or other concerns in which some of its directors 
were interested as individuals, directoi’s or as joint-borrow'ers. In 
many cases the management had been so utterly inefficient 
that doubts were entertained as to the hfma pdes of the directors. 
There was a widespread feeling that the directors had advanced 
money knowing fully well that recovery wrts driubtfiil. Dividends 
sometini(>s were paid out of capital and in some cases the 
companies’ assets ^^•er<^ deliberately done away with. A debt of 
4 lakhs of rupws was found by audit to he due to the People’s 
Bank from tJie (lange.s Flour Mills uh(*reas the balance-sheet of 
the company siiowe<I no d(d)t to the Bank. In the case of the 
People’s Bank and the Amritsar Bank the auditors pointed out 
that in many accounts interest was not being recovered and the 
same was being debited to different accounts and credited to 
profit and loss account. The financial position of the debtor 
companies was (*xtremely unsound and the securities held by the 
banks \vcro not sufficient to cover the debts. It is interesting 
to quote the remarks made? by the auditors in regard to the invest¬ 
ments of the People's Bank in the Pioneer Investment Co.: 
“ The securities held by the bank are short by Rs. 30,087-2-6, 
if the value of the shares of all the companies held as securities 
be accepted at par. But as a matter of fact, the value of the 
shares held as security has not only considerably fallen but (in 
our opinion) the majority of shares are not worth the paper on 
which they are written.”* 

It has sometimes been contended that the crisis in the 
Punjab banks was engineered by Europeans who wanted to put 
down banking in India. Their failure, it has been urged, was not 
due to the pursuit of any imprudent policy and the security was 
ample, the depositors in many cases being paid 16 as. in the 
rupee. But the startling disclosures made in the Liquidators’ 
Reports throw a flood of light on the activities of these banks.- 
They not only pursued a policy of reckless speculation but were 


1 A note prepared from the letter, c]aied the 12th August, 1013, from Messrs. 
Basantram & Bona, auditors of the People’s Bank, to the directors of the bank 
published in the Arya Patrika of 26th October. 1013. See Indian Central Banking 
Enquiry Committee, Vol. TI, p. 816. 
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also frequently guilty of hopeless mismanagement and even of 
disfionoKt practices. Fmm the- preceding discussion, it is 
abundantly clear that the banking crisis was not engineered by 
the designs of any interested party. It was entirely due to their 
own imprudent policy. As for the contentioii that de|K)sitors got 
Ifi as. in the rupee after liquidation, it must be mentioned 
that they were mostly paid after recovery from the unfortunate 
.shareholdfTS and seldom from the assets of the banks themselves. 
The assets in the majority of cases were absolutely worthless. 

It was in the yeait after the first (Ireat War that the same 
trend towards long-term .financing of industry could be noticed 
once more among Indian joint-stock banks. During the war- 
end Ihm)iii, there wa.s an oiithiirsi. of company floating activity 
and the opportunity was seized ujion, as in the Swadeshi period, 
to establish “banks” for financing indigenous industries. 
The avowed object of these banks, we are quoting from the pros¬ 
pectus of one of the many that were formed, Avas “ to finance 
and assist the development of existing and new indigenous 
industrial and agricultural concerns.” ' The spectacular indus¬ 
trial progress of Japan in the closing years and that of Germany 
in the earlier years of the nineteenth century had captured the 
imagination of our cxAuntiymen and it was believed that the 
banks there had filled an im|K)i-tant role in this rapid industrial¬ 
isation. The advantages to be derived from industrial banks 
and the part played by them in the industrial progress of Japan 
and Germany AA'erc also stressed in the prospectuses of many of 
the so-called industrial banks started at that time. Lack of 
finance, it Avas urged, was hainfM'ring the development of Indian 
industries in the same Avay.” Thus the idea of forming “ indus¬ 
trial banks ” originated and having once originated, spread very 
rapidly and soon developed into a cra.ze for such banking. Like 
mushrooms they began to crop up e\'erywhere. “ They became 
the fashion of the day, the vogue of the times and for some time 
one heard nothing but of industrial banks, which made their Mbut 
in the North and South, the East and West.”* 


1 T*roflp6CtiiR of the Calcutta InduBfrial Bank, filed 25th Soptembar, 1019. 

3 PMpectua of the Indian Indiiatrial Bank, regiRtered 2dth Noiieinber, 1919. 

» Btatemenf. of Evidence aubmitted by the Editors, Indian Ftnanee.-<^Iirdian 
Central Banking Enquiry Committee, Vol. II, 192. 
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Among the banks which were started at the time with the 
title of “ industrial banks,” the following may be mentioned ;— 



Industrial Bank. 

Paid-up Capital. 


Year of 



Its. 

A. 

P. RegigtratioD. 

1. 

The Tata Industrial Bank 

2,26,19,957 

8 

0 

1917 

2. 

The Calcutta Industrial Bank 

79.13,570 

0 

0 

1919 

3. 

The Iiidinn liidiistnnl Bank 

3,4:j,367 

5 

0 

1919 

4. 

The Kurnaui Industrial Bunk . ... 

60.00.000 

0 

0 

1921 

5. 

The Tiaikat Industrial Bank 

2,47,iJ0O 

0 

0 

1922 

0. 

Tlio Luxini Industrial Bank 

1,01,000 

0 

0 

1923 

7. 

The Mysore Industrial Bank 

O.O'tOOO 

0 

0 

1920 

8. 

The Industrial Bank of Wesfem India 

39,97.000 

0 

0 

1919 


Tha Tain Industrial Bank . 

Among all these so-called industrial hanks, the Tata 
Industrial Bank, the earliest and the largest of them, attracted 
eousiderable notice. Even the attention of the Industrial 
Commission was drawn towards it and they belauded in thein 
Report the possibilitic^s of industrial banking in the country on/ 
similar lines. 

The Tata Bank was established with an authorised capital 
of lls. 152 crores, of w'hich more than two erorcs were fully paid 
up by September, 1922. At the outset the Bank showed signs 
of a career full of brilliant promise. Its shares rapidly rose in 
the Stock Exchange and within three months from the date of 
issue they were at a premium of Rs. 60. They were sub¬ 
sequently at a premium of even Rs. 100. Besides the head 
office and two branches in Bombay, the Bank opened branches 
in twelve other centres : Calcutta, Rangoon, Madras, Hyderabad, 
Cawnpore, Lucknow, Delhi, Asansol, Aminabad, Hapur, Dhanbad 
and Chandausi. 

As an industrial bank, its special business, as outlined by 
its Chairman in a meeting of the bank, was to finance the 
development of new and existing industries, not only to promote 
industrial companies and support them by underwriting their 
shares and debentures but also to be always prepared to retain a 
considerable holding of shares in such companies, as an earnest 
of its belief in the bona fides and prospects of the companies 
concerned.' The Bank did not want to manage an industrial 

i c4 the ChninnMi at a maetiiiK of the Tata Tnduetrial Bank, May, 1928. 
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concern actually bnt simply to finance certain subsidiary com¬ 
panies. The Tmbistrial Finance, Ijtd., nas formed for the 
purpose. The holdings of the Bank in this company amounted 
to 16,200 fully paid shares of Rs. 100 each at the end of 
September, 1922.* 

The Bank, however, did not confine itself to industrial 
business solely. A glance at the balance-sheets that were 
published e^'(^ry six months reveals that it undertook every 
description of banking l)iisines.u, including that of exchange, 
acceptance of demand and fixed deposits, discounting of hills, 
granting of cash orqditfi and demand loans, etc. 

The high hopes entertained about the Bank unfortunately 
failed to materialise. Although the pi’ofits of the ordinary bank¬ 
ing side of its business were well maintained and compared 
favourably with those realised by other banks ojierating in the 
country, the results achieved by the Bank's industrial activities 
were disappointing. With eveiy year its industrial holdings 
continued to suffer increasing depreciation. Within a short 
time Rs. 26 lakhs of its capital were locked up and later on at one 
time Rs. 40 lakhs of its capital bwaine entangled' and a loss of 
Rs. 11 lakhs bad to be written off its investment in nen industrial 
companies. In 1922 the authorities of the Bank decided to 
suspend the Industrial Department and to retire capital from 
industiy and utilise it for ordinary banking. In the course of 
an explanatory menmrandum issued by the Bank to ite share¬ 
holders, dated 7tli Afay, 1923, it was stated that the directors 
had decided to abandon industrial financing. The liquid posi¬ 
tion of the Bank was emphasised, the proportion of liquid 
assets to demand and fixed deposits being over 66%. 
Rs. 1,90,87,145-10-0 in advances repayable on demand and 
Rs. 1,/2,67,J.^4-8-4 in cash credits and fixed loans were sound 
and fully secured. As regards industrial investments the 
Bank stood committed to Rs. 27,40,506 only .after being 
adequately written down. These c^msisted of the Bank’s hold¬ 
ings in the following companies ";— 

1. The British Italian Corporation, l^jndon, to the shares 
of which the Tata Bank had subscrihed in common with the 


’ Balance-shecyt. bb at the nnd of SOfh ReptBmber, 1922. 
a Iz^ian General Banking Enqnity Committee, Vol. in, pp. 171.72. 

^ Gircnlar ineued by .the ^ta Bank to its Bbareholden, dated the 7tb Mby, 1928. 



jPROBLtliMS Of lin)USTRlAIi flKANCf IN INDIA 121 

leading London Banks a sum of j£10,U00 which stood in the 
Bank’s books as Bs. 1,10,000.. 

2. The Industrial Finance, Ltd., which was formed to 
show separately the extent of the Bank’s industrial holdings and 
the holdings of the Bank in such companies as the Nira Valley 
Sugar VjO., Jjtd., the New India Assurance Co., Ltd., and the 
Tata Power Co., Ltd., which had not yet reached a dividend¬ 
paying stage had been transferred to this company. The shares 
of all thesis companies held by the Bank except those of the 
Assurance Co., and the Power Company w’erc fully paid. 

3. 'Phe Tata Iron and Steel Company (Second Preference). 

4. Tlu? Bombay Electritr Supply and IVamways Co., Ltd. 

Tliere was a tiemendous upraar at the ^J’ata Bank meeting 

held in May, 1023, where the managcaiient was seveJ’ely criticised 
by the shareholders. The desirability of abandoning indiistriaf 
business and of returning to normal banking was stressed by 
several shareholders as it would be more conducive k) their 
interest.’ At two extraordinary general meetings of thc! Jiaiik 
he'd on the 19th July and 6th August, 1923, resolutions wera 
passed for an amalgamation of the Bank with the Central Bank 
of India. The Bank went into voluntary liquidation on the 6th 
August, 1923, k) give effect to these resolutions. Thus ended 
prematurely the career of the Bank on which the limelight had 
j)layed ever since its establishment four years before. 

Whatever might have been in the minds of its ju-omoters, 
the Bank was far from a well-conceived industrial bank. The 
activities of the Oerman banks in the industrial field in their 
earlier stages had made a profound apjxjal to the founders and 
they wanted to transplant the derman raorlel on Indian soil. 
But evidently they had not the slightest notion as to the uay in 
which German banking was actually conducted in relation to 
German industry. The union of commercial banking Mdth 
investment trust' business followed by the German banks in 
their early career was only seen but the fundamental principles 
adopted by them in industrial financing were never known nor 
understood. It has.already been shown in an earlier chapter 
that although the German banks in the beginning had combined 
the two functions, they had, as a rule, employed their long-term 
funds only in industrial investments. Their enormous paid- 
up capital and the debentures .w-hich they frequently issued were 


Capital, Mfty 10, 1028, p. 1100. 
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the main source out of vvhich their industrial husincss was con¬ 
ducted. The short-tenn dejwsits w'ere seldom, il ever, used lor 
sjich purpose. But in the case of the Tata Bank, long-teiin 
credit businisss Avas not only combined with ordinary bajiking 
transactions as in the case of the earlier (Tcrinan banks but the 
loiiff-teriii ofK'rations were unfortuiialely bnanced out of currcuit 
and annual (feiwsits. The Bank never made any alietnpi to 
issue (lebcnttii’es foj- tiuancin;:; such operations. The same 
iwffloct to issue dt'bentures for (inancing long-term transactions 
had i/J an onrlior itoriod Jed to the dou'ufa/i of thr French C'jvflil 
MohUier, llu.' prototype of all industrial hanks. The iiiiion ol 
short-tenn banking w-ith long-term investments under these 
eircmnst>ances leads to one and only (Uie result--disaster. 
Again, in marked contrast with the ))oliey of the (lerman banks 
the e.\presscd object of the Tata Baidv was tf» retain permanently 
a considemble holding of shares in the eoiiipanies in which, the 
Bank was interested. Jt will l)e recalled that pernninent pajti- 
cipation in industry had never l'<ecn the deliberate policy of tiu? 
banks in (terniany. The pursuit of such a [lohcy by the Tata 
Hank naturally entangled considerable amounts of its funds in 
doubtful (ioncerns. Tire investments of the Bank wei'e neither 
caiffully plnmied nor wisely selected. Tt apjwars that neither 
the merits of the industrial propositions taken up by it wertr 
properly tested nor the value of the security offen'd carefully 
asstsssed. The conse(|ucnc(; w’as that the Bank embarked mam 
industrial ventures which had no I’easonable pro8|a‘ets of success 
and w'cre (piite unsound. The Nira Valley Sugar Co., which 
was floated by the Bank and soon proved a failure, is a case in 
point.' A great deal of the success of a banking concern con¬ 
ceived on these lines deyrends upon efficient management and 
(•rganisation. The ignorance and iu<*x])erience of the manage¬ 
ment of the Tata Bank must, have hastened the crisis. Tt was 
never realised that such an institution should piweed slowly, 
gradua'ly and with caution and shoidd never be anxious to 
show large profits in the earlier yeai’s. The same anxiety to 
achieve a rapid success had to no small extent been responsible, 
for the unhappy fate of the Credit Mobilier.* It was the 
European employers • who chiefly controlled the affairs of the 
Bank. The rights of the Tnd'ians w'crp. ignored and this 


I Tnclian Central Banking Enquiry Committcp, Vol. ITT, p. ft; pp. 171-73. 
a See Chapter IX, Infra. 
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naturally alienate<l their 8yin|)atliy and the management became 
unpopular.' 

The other institutions of the period Iwariiig the same 
iirahitious title of “ industrial hanks ” were started in close 
imitation of the Tata Bank. A ijerusal of their Memoranda 
and Articles of Association shows that they intended to pursue 
every variety of wdinary l)ankiiig business and couple with it 
issue, invescmeiit trust and rca! estate iiiortgag(.* business.■' 
Whatever miglii have becni in the minds of the original 
promoters of these banks, the institutions remained ctmteni with 
the conduct of more prosaic commercial hanking business and 
at no sl'agi' of iheii- short career undertook any signilicaut 
industrial iijiancing. .\ glance at the halaiiee-shects of these 
so-calle<l iiidiistrial hanks clearly shows a preponderance of 
dejKjsit, discount and sh(yrt-te.rm husitiess. Tlie direct invest¬ 
ments ill industrials were iiisigiiiJicant. Acconliug to the 
halance-slieet, for example, of the Indian Industrial Bank, 
date<l 31st Deeemher, IU22, its investments eonsisted of 
Ks. Ib.tWib-l’JrO in (■)% War Bonds and only Rs. *2,()(il in 
shares and stocks; while* the hulanee-shoet of the Calcutta 
Industrial Bank, dated Mist Dei'cinhor. shows no such 

industriai iiiveisinients at all. 'I’lie loan.s made by tlie banks 
usnallv included tliosc adVancwl to linns in whicli a director 
was interesteel as a partner and in a good many cases those that 
were fpiite unsecured. Every description of banking was under¬ 
taken and very little regard was paid to basic principles of 
commercial or investment banking. The luanagement was even 
more inellicii.'nt and inexperienced than in the case of the Tata 
Bank. Short-loan banking was mixed uf) with long-term credit 
business even more indiscreetly. The pet concerns of the 
directors were heavily linanced, without judging their soundness 
or financial standing. Large loans were taken by directors who 
had no intention of repaying them at all. The constujueiices 
wen* felt soon miough. After a lu*ctic career lasting for 3 or 
4 years, most of the banks were caught in the post-war slump 
and disappeared quickly. 

No useful conclusions regarding industrial banks could be 
drawn from the exiierience of 1917-19. To call these insti- 

1 B. T. Thakur, Ortfanisation of Indian Banking, p. 35. 

^ See Memorandum of AaEOciation of the Calcutta Industrial Bank, filed S6th 
September, 1919. Also Memorandum of Association of the Indian Industrial Bank, Ltd. 



1-24 INDUSTUIAL FINANCE IN INDIA 

tutrions, wLicli iiad ueitlier tiie ex|x,*riuncc noi the kuowJedgo 
uor even the eguJpwont for iudustrial iiiiaJiciii^, industiial 
banks ' ’. would be entirely wisconceJriug tbc nature of 
such institutions. To say that the (jxpcriiueiit iu industrial 
banking failed and urge it as a ground for opposing the establish- 
nient of specialist instiUilions for tinnneing industries, well- 
cquipped, well-iuauaged and (.•onceived on truly scientilic lines 
■—would he a gross uiisro])resenlatiou of things, industrial 
hanks, it has been aptly put, in tiicir true sense* have been as 
rare as snakes in leeland. They iiave never been iii existence 
although strangely enough many started w ith that title and some 
may have retained it even to-day.' 

'■ The question of Indian joiiii-stoek hanks taking a part in 

rhe provision of long-term finance was discussed at length 
before the last Central Banking Enquiry Connuiltee. 'The 
Committee coneludtfd tliat in connection with the issue of shams 
and debentures i»f industrial companies, such of the existing 
eommertnal hanks as were well established and carried on their 
ordinary hanking business on the safest and soundest lines might 
with advantage to the industries follow as far as jxissihle the 
German system, the Imjierial Bank making a start ip tliis 
direction and giving a lead as soon as tlie Reserve Bank was 
formed. Ten per cent of the total capital and reserves of the 
Imperial Bank and nine other big joint-stock hanks might he 
utilised in this manner." Once again, in the years after World 
^ar II the question t>f commercial banks going in for long-term 
industrial ^inaneing has In^en raised not only in India but also 
elsewhein. In view of tlu; w'ar expanded liquid resources of 
commercial banks and their loss of the traditional sources of 
their income, they liavt; lieon urged to break new giouud and 
forge closer links with industry.* The advantages and dangers of 
a drift of commercial hanks into the investment field have been 
suffieient'y stressed in a previous idiapn.-r. The main conclusions 
reached thci’e are applicable to the Indian commercial banks. 

In following an industrial policy the banks should work under a 
close network of restrictions, distnbuting carefully and cau- 
tioinly the lisks of their investments, choosing highgrade and 


* fnrhan Finanre, Banking Number, 1029, p. 54. 

“ ItHian Ontral Banking; Enriiiiry Committeo, Vol. T. Pert T (Majority Beport); 
pp 290-97. • 

’ Basn, Ifeeent Banking Developments (1961 Ed.)» pp. 251-52. 
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easily markotabJe industrial bonds for their investment portfolio 
but never intending to hold them peimanently and avoiding real 
estate loons as far os |x)ssiblc. Even then it must be frankly 
recognised that the extent to which the banking system can 
thus assist industry is much too limited. At the most only a 
small proportion of the banks’ resources could be placed in long¬ 
term investments, 'riiis small proportion which th(?y can 
advisfuJIy spare for this piir]K)se will depend h]X)JI a number of 
factors, such as the nature of their de|M)Kit liabilities, the ratio 
of theii' capital to the deprcfc-iablc* assets, the volume of tluur 
illiquid as against readily marketable assets constituting the 
secondary n'serves ajid tin* careful maintenance of a proix'r 
spacing of maturities. Bonds running from three to five years 
might b(‘ issued, as has U'en d(»ne by some Swiss banks, to 
raise the necessary funds for their less liquid investments. 
The foi*mation of security alTiliates on American lines by Indian 
banks cannot Ix' re<-oninii‘ndcd owing to the dangers inherent 
in such practic(?s which were clearly brought out during the 
recent American crisis.' 'riie results of mixed banking whenever 
pursued in pur country have Iwon disastrous. We should hesitate 
to recommend any policy t\'hich may bo interpreted as asking the \ 
Indian commercial banks to deviate from the established practice \ 
of advancing sh<irt-lerin credits to trade and industry.* j 

IjocM Banliff mid Limi Ofliaus hi hidiintrial Financimi: 

Although the Imperial Bank and other Indian joint-stock 
banks have generally avoided investments in industry, local 
banks and loan offic.es play a part in the long-term financing of 
industiy by advancing loans against mortgage of block. The 
tea industrj’ of Bengal and Assanj has been financed in this 
way. Some local banks indeed made n speciality of financing 
the tea industry and in that respect bore c'ose analogy 
to the “ trade banks ” of the (lontineni. The most prominent 
among these “ trade banks ” w^ere the. Jal})aiguri Banking 
and Trading Corporation and the Lakshmi Bank. They made 
advances against mortgage of tea gardens and appurtenances 
and also on the security of tea shares. In 1931 the Jalpaiguri 


• 8«e Oh. rv. 

* Op. Report of Oonunitteo or State Indnstrial Finance Corporation in Weet 
Bengal, pp. 31-98. 
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Bi'Uikin^' find Trading Corporation made, for instance, loans 
against mortgage of gardens amoiintiiig to Rs, ll,60,00*al 
rates of interest vaning from 9 U) 12%. Loans on the swurity 
of tea shares amounted to Rs. 1,78,600. I'here were further 
unsecurcfl hams to the extent ol Us. o.o7,000 at a rate ol 
interest not exceeding 12%'. These .lalpaiguri tea .hanks, 
howvver. ojieraied with . a very smaf/ auioinif ol i>aid-np share 
capita/. The Hanking and Trading ('oriH)ration was estahlislu'd 
\viih a paid-up capital of R.s. 5tl,000 only. The hulk of the 
necessary funds was obtained from fixed de])osits running for two 
years, one year and six inontlis, the rales of interest being 7%, 
6J% and 41%, resjwctivefy. Tn the last dejwcssion these 
tea banks, as is usual with such trade banks which Jiave their 


fortunes Iwnnd up with one particular industry, were hit 
very hard. A considerable j)ortion of their lt)ans to the tea 
industry iMXianie unrea'isable and frozen and sonic of them 
had to close their doors. Fiesidcs these speeialiwid banks in 
Jalpaiguri, there were several other loan oflie<‘s in Bengal and 
Assam which financed tlu' oa[>ital ex}«ni<lituro of tea gardens. 
The balance-sheets of st^veral tea companies show' that loans 
against mortgage of fixed assets wore rc'ceived from the 
Brahmnnbarin Loan Company, the Manickgunge Loan Dlhce, 
the Pabna Bank, etc.* The Tezjiorc Industrial Bank was known 
to l;e financing the block exjx'nditure of a number of tea gardens in 
Assam since 1920. Its first loan to the tea industry w’as a sum 


of Rs. 20,0(K) advanced to the Panbari 1'ca Company on the 
mortgage of the garden. T,oans on block account were made to 
several other concerns of which the Nimiala ami the Radhanagar 
may lx? mentioned. The interest for these loans varied from 10 


to 11%.'' The same fate as that of the Jalpaiguri banks 
overtook these olfices. Most of the tea gardens in the last 
crisis were unable to repay their debts and the banks w’ere 
compelled to restrict their assistance to tem])orary accommodation 
for nje(!ting curntnt (jxpenses. 


1 Dalance-.sliort of tlie Jalpaiguri Banking and Trading Corporation, December 

31 . ism. 

2 The Bnibnianbania Loan Co. lent on mortgage on the Chotolekha to the Indian 
Tea and Connneive, Ltd., Ba. 44,219-10-0 at 10 per rent, per annum; and the Pabna 
Bank also 'Irnl on mortgage to the Hindiiathan Tea and Fishery Co., Ltd.--Ba1ance- 
aheet-s of the ten companies ooncenied for the year ending Slat December, 1020. 

2 Evidence of the Managing Director, Teepore Indnatrial Bank, Aaaam Provincial 
Banking Enquiry Committee, Vpl. II (ETvrdence), pp. 383-86. 
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ProhleniH of Current Finance for Indian Industry : 

The need for working capital ariaeB from the fact that an 
interval of time occii rB between expenditure on p ro duction and 
realisation from sale. During this period the manufacturer has 
to incur considerable expemsSs for payment of wages, purchase of 
raw material and stores, marketing of hnished products, etc. 
Tn India the capital raised by industry from public subscriptions 
is more often than not entirely exhausted in setting up the 
factory with the npces.sary equipment and nothing is left for 
meeting working exjienses. The industry has to seek this 
working finance from outside sources. But this can usually be 
secured with the grerttest difficulty .‘ind on the most onerous 
terms. 

The amount of working cajutal required varies from industry 
to industry and may be reckoned at a value of about six to eight 
months output in normal times.’ It forms again about 20 to 
30% of the total block capital of a business. In the .sugar 
industry' the Tariff Board has estimated the working capital 
required to be approximately one-third of the season’s output.* 
With production at 117,000 maunds |)er annum and works cost 
at Rs. 7-8-6, the working capital will be Rs. 3 lakhs. In 
industries like cement and paper, larger amounts are required for 
working capital, the sums often running to 12 and even 15 lakhs 
of rupees for each factory. In the Tata Iron and Steel Industry, 
working capital required in normal times is about two and a half 
to three crores.* There are very' few cases w'here an industry 
has been able to provide a substantial amount out of its share 
capital for working capital in addition to block. Two notable 
instances may be quoted where w'orking capital was provided 
from the start out of paid-up share (rapital, the Okaha and the 
••United Cement Companies (each having a capital of Bs. 32 lakhs).* 

Banks and the Financing of Current Expenditure : 

Among the banks the Imperial Bank plays the most im¬ 
portant part in the provision of current finance to industry. 
The Central Bank of India, the Bank of India, the Unittnl Com- 

1 Beport of the Indian Tariff Board, Paper and Pulp Industry, p. 5*2. 

t Beport of the Indian Tariff Board on the Hiigar Industry* p. 67. 

9 Stathtory Enquiry into the Steel InduMry, 1926, VoK Il. p* 310. 

*■ Oral Evidence of Bombay Sharcdioldcrs* Aesociation, Indian Tariff Board (Cotton 
Textile Indnatryl. 1039, Vol. V, p. 81, 

17—1780 B 
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awivJnl Bank and a /evv’ other Indian joint-stock banks also have 
i shuiv in furnishing this ciinvnt finaucP. 1 be exchange banks 
f generally concern themselves with the financing of foreign trade 
And tile part plaj^ed by them in the matter of providing finance 
for the current requirements of industry is insignificant. They 
consider that this is not essentially a ix'nl part of their business.' 
To a small extent they provide such linance* to industries 
generally under Earfqiean control.* 

fjhxtj. The principal directions in which the Im}wrial Bank renders 
nna^al assistance to indnstiy arc liy (1) discounting bills, (2) 
Advancing loans and (.3) granting i^ash credits. Many industries 
jliave got clear overdrafts whilst advances have been made on 
government securities to several otbers.® By far the greater part 
of the advances to industrial concerns is on the hyjiothecation 
of stocks. Advances are also made against the pledge of stocks.* 
When the Imperial Bank opens a cash credit account in favour 
of an industrial concern, it requires a promissory note with two 
signatures on ever^’ loan. The second name on the promissorv’ 
note is called the guarantor. In a joint-stock company, it is 
usually that of the managing agents. The loan is further 
secured by hypothecation of stocks of raw and manufactured 
goods which is demanded in addition to the two signatures. 
The Imperial Bank cannot lend except on two signatures 
because under the Imperial Bank Act of 1020, hypothwation was 
no security. It was merely an additional collateral security. The 
pro-note does not give a specific claim. The payment of the 
note may be demanded but no particular asset may be attached. 
When the Bank gets the signature of the joint-stock company 
and the managing agents as well as the hypothecation of stocks, 
it has a specific claim to the extent of the stocks and a general 
claim on the entire wealth of the joint-stock company and the 
managing agents.' The other Indian joint-stock banks generally 
follow the Imperial Bank and demand the additional guarantee 
besides hypothecation of stocks. Thus in the cotton mill 
industry, lianks seldom lend on the prorhissory note of the mill 

1 Evidence of the ItepreBcniatives of the Exchange Bankers' Aaaociation, Indian 
Central Banking Enquiry CSommittee, Vo). III. p. 3.%-. 

s Indian Central Banking Enquiry Oommittre, Vol. IT, p. 580. 

3 Oral Evidence of Mr. (now Sir) K. M. Macdonald, Managing Governor of the 
Imperial Bank of India, Indian Central Banking Enquiry Committee, Vo). Ill, p. 869. 

4 Thid., p. 908. 

4 Evidence of Mr. (now Sir) K. M. Macdonald, Indian Central Banking AqnSrj 
Committee, Vd. II, p. 889.. 
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company alone but usually insist on an additional guarantee from 
the managing agents even though the stocks are hypothecated. 
If the stocks are pledged to the bank with its name on the 
godown, it dues not generally demand the personal guarantee of 
the managing agents. Biit mills do not like to pledge the stocks, 
if they can avoid it. Under the peculiar circumstances in which 
cotton mills aj’e financed in India, pledging of stocks is consi¬ 
dered to lower their prestige and to entail many inconveniences 
and disabilities. The stocks of cotton and cloth when hypothe¬ 
cated are 8to«?d in the gorlown of the mills to which the banks 
are given ac^cess whenever they desire it. The borrower furnishes 
weekly or monthly returns of stocks to the hanks.* The banks 
do not press for the control of the stojes and other liquid assets 
when the mills' financial position is sound and the guarantee of 
the managing agents has Ihjch obtained. But they press for 
control and depute a man to keep watch when the mills are in 
difficulties or when they have not obtained two signatures.’ 
These loans and (rash credits are nuule for 12 months with 
liberty of renewal. The rates for such advances vary according 
to the credit and standing of the mills. For well-established 
firms the interest on bank loans is the prevailing bank rate and 
if the mill is not sound, it has to pay 1 or 2% more. In case of 
cash credits banks sometimes insist on the “ half interest ” 
clause under which the borrower has to pay to the bank interest 
on at least half the amount of cash credit, irrespective of the 
amount drawm. The system of half interest clause, though pre¬ 
valent in Bombay and Indore, is unknown in Bengal." In 
Bombay mills the usual margin allowed by the banks is 20 to 
25% in the case of stocks of cotton and cloth in godowns and 40 
to 45% for those in process." In Bengal the Imperial and other 
joint-stock banks advance, in the case of overdrafts against 
hypothecation of stocks, up to 60 to 76% of the value of the 
s^k of goods in godowns and on stock in process. The usual 
guarantee is of course required before any advance is made to the 
mill company. Stores and fuel when hypothecated are not 


1 Indian Central Banking Enquiry Committee, Vol. II, p. 388. 

> Indian TarilT Board (Cotton Textile Industry), 1927, Vol. Tl, pp. 823-84. 

■ it Letter to the iivriter from the Managing Agents of ilin Mohini Mills, Ltd., 
dated the 25th October, 1982. 

4 Letter to the writer from the Managing Agents, Bengal Luxini Cotton Mills, 
iitd., dated the 8th March, 1988. 
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taken into account so far as the drawing power is concerned and 
are treated as merely additional security. 

JBanks, dp not, however, constitute the only or jevenjfehe 
principal source of supply of working laipitul to industry. On 
the Ist of October, 1930, bank loans and cash credits for 64 
Bombay mills amounted to Es. 3.26 crorcs. On that date the 
total amount of hnance rfujiiircd by thenj was Rs. 24.83 crores and 
this particular .sour(;e supplied only 9% of the total. In 
Ahmedabad banking assistance to the cotton mill industry is of a 
far smaller amount than either in Bombay or in Calcutta. The 
mills there are reluctant to hypothecate their stocks to the banks 
and industry in this centre dejx^nds for its. currtint finance almost 
entirely upon the managing agents and public deposits. 

In recent years the Imperial .Bank and other joint-stock 
banks have from time to lime made advances to the Ahmedabad 
cotton mills against their liquid assets f)lus the additional 
guarantee of th(' agents, hut the amounts are <|uite insignificant 
in relation to the large re(|uirements of the industry.' Of the 
Rs. 1080 lakhs constituting the total finance nujuired by 5() 
Ahmedabad mills, only 42 lakhs were obtained from tfiis source. 
It was only 4% of the total as com])arod with 9% in the case of 
the Bombay mills.* 


Public Deposits as a Source of Industrial Finance: 

By far the most important source from which cotton mills 
both in Bombay and Ahmedabad derive their Avorking capital is 
deposits received from tlie yniblic. Ahmedabad mills, again, 
depend on this source to a greater extent than their confrbres in 
Bombay where the juactice of bank loans and (sash credits is 
comparatively more j)r(!valent. These defjosits are usually taken 
from indigenous bankers and other sections of the public for 
short periods of 6 or 32 months. The rates of interest payable 
on the half-yearly and yearly deposits vjiry according to the credit 
and stability of the mill company and its agents. In Bombay 
good mills with large irserves can get money on fixed deposits 
at rates of 4J% to 6J%. Some of the most Avell-reputed mills 

I Oral Evidence of thu Ahmedabad MillowiierH* Aanciciation, Indian Central 
Dankiiif' Eni|iiiry CoTnniiH«*c. Vol. IT, p. 4V11. 

9 Report of the Indian Central Banking Rnq^oirv Committee, Vd. I* Part I, 
p. *78. 
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used to obtRiii the deposits not only at the same rates as quoted 
by banks but even at lower. 

In Ahmedabad, the deposits are ol)tuined at rates varying 
from 4i to 6J%.‘ I’he de}H)sits here as in Bombay generally 
come from the individuals. B<ifore the first Great War, they 
used to come almost eutiredy from the public at large, the rural 
areas contributing a substantial amount. In recent years the 
praetjeu of interdepositing on the part of the mills themselves 
lias grown up in Ahmedabad. Instead of lending the surplus 
funds to a bank, a mill to-day dejKisils them with another mill, 
generally speaking, not of the same agency. 

The syst(>ni of obtaining large amounts of circulating capital 
by attraction of dcfMisits is peculiar to the Bombay and Ahmeda¬ 
bad cotton mili indu.stry and is not prevalent elsewhere. The 
practice does not obtain in Delhi or Madras. It is not also 
firmly established with the (utton mills, in Bengal, though it is 
not entirtdy unknown there. Tlie Mohini Mills, for instance, 
obtain some fixcnl deposits from the officers of the com¬ 
pany as well as from the 2’'ihlic.* The balance-sheet of the 
company for 31st .Deccmlx;r, 1933, shows that fixed deposits 
amounted to Bs. 1,02,2*21-10-3 and the other deposits were 
Rs. 2,08,079-15-0.* The Articles of Association and the 
managing agency agreement empower the agents to obtain 
deposits on behalf of the mili at 6%.* The Dhakeswari Cbtton 
Mills, Ltd., also receives some -deposits generally from mill 
employees and persons known to them. Almost all the em- 
2)loyecs ketip their savings in the mill. These deposits, though 
said to be on .savings account, are really on current account for 
they can be withdrawn more than once a week. Their total 
amount at one time was Bs. 2 lakhs and the rate of interest was 
4^%.* We are not aware of any other Bengal mill obtaining 
deposits. 

But this practice is only nominal. Very few people venture 
to deposit money in cotton mills in Bengal, and the mills also 


> Oat Bvidence of tho Ahmedabad MillowDera* ABSociation, Indian Central 
Banking Enquiry' Committee, Vol. Ill, p. 4<82. 

* Letter to the writer from the Managing Agents of the Mohini Mills, Ltd., 
dated the 35th October, 1083. 

^ i^lance-flheet of the Mohini Mills, Ltd., dated tiie Slat December, 1088. 

* Cl. 90 of Articles of Aaaociation of the Mohini Mills, Ltd. 

* Bouroo: The Managing Director, Dhakeswari Cotton Mills, lAd. 
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do not appear to be inviting deposits by offering attractive' rates. 
These deposits, however, have been very popular in Bombay and 
Ahmedabad where cotton mills could attract large amounts very 
easily. The public had great confidence in the cotton mills and 
in many instances even preferred to dej)osit with the mills rather 
than with the government. Cases arc not unknown where mills 
had to refuse deposits, so great was the inflow of funds at times. 
The Sholapur with a paid-up capital of Rs. 8 lakhs and the 
Swadeshi mills with a paid-up capital of Rs. 20 lakhs received at 
one time as dc])ositH as much as Rs. 1.30 crorcs and Rs. 42 lakhs 
respectively.' In March, 1924, total unsecured loans (mostly 
in the form of deposits) amounted in the case of the Bombay 
mills to Rs. 11.9 crores. As a result of the last depression, 
deposits declined to some extent. But still on the 1st 
of October, 1930, the amount of deposits held by 64 mills in 
Bombay was Rs. 2.73 crores. Eleven per cent, of the total 
finance required was derived from this source alone.’ The total 
deposits with the Ahmedabad mills have been estimated to be 
more than seven crores.’ In 1930, 56 Ahmedabad mills had 
Bs. 4.26 crores which formed 39% of their total finance required.* 
The relative impoiiiance of deposits as a source of financing the 
cotton mill industry is obviously much greater than in Bombay. 

The method of financing the cotton mills by means of depo¬ 
rts has been severely criti(*ised as highly dangerous and full of 
"ofawbacks. There are indeed some inlierent disadvantages in 
this system of financing. There may frequently be a temptation 
of overtrading whic^i unsecured loans generally give rise to. With 
money obtained at relatively low rates, mills may be prone to 
speculation in cotton and may lie temjrtcd to carry larger stocks 
than are justified by mai'ket conditions. There is also the risk 
that the short-term funds may lie used for extension of plant and 
machinery—a practice wdiich is sure to be fraught with dis¬ 
astrous consequences. Some mills indeed made the sad mistake 
of locking up the short-term funds in long-term credit transac¬ 
tions and they had to pay the inevitable penalties. There is 


1 Indian Central Banking Enquiry CoTnmiUce, Vol. JI, p. 3S7. 
a Beport of the Todinn Cnitral Banking Knqnii? Committee, Vol. I, Part 1, p. 27«. 
» fivideuce of. Abmodabad Millownerg* Afiaociation, Indian Central Banking 


Knqiiiiy C-ommilteo, Vol, Ill, p. 481. ‘ 

A Indian Central Banking £n<|iiiry Conauitlec, Vol. 1, Part I, p. 276. 
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another risk to which this system of financing is also exposed. 
Owing to a financial panic there may be a sudden and Jieavy 
withdrawal of deposits which is sure to piwc a source of em¬ 
barrassment to the mill companies. In time of heavy stocks, 
when the money is kx^ked, the fixed deposits may not be easily 
repaid. 

In ordinary times, howevei’, this method of- Iwrrowing for 
current hnanco has some gieat advantages. If tlie deposits were 
not attracted, a hig u-orking ca])ital would liave to be provided. 
Under the system of deposits capital can he kept low relatively 
to assets and hence to productive and profit-earning capacity. 
As the rates of interest are fixed relatively low, the profits avail¬ 
able to the ^Shareholders enable the mills to pay higher dividends 
than would otherwise he the case. As regards the danger from 
a run by dejKJsitors, there were indei'il* a few cases where a run 
on mills by panic-stricken depositors‘led to the collapse of the 
concerns.* During the last depression also several Bombay 
mills were put to great difficulties owing to the withdrawal 
of deposits. But the danger in normal times is not so great as 
is often made out. The deposits are generally fixed and are 
spread all over the year. They wdll liecome due at vaiious dates 
throughout the year. Possibility (»f an immediate demand 
for payments by all the dejKisitors at a particular date which 
might precipitate a crisis is not very' great. The system suits 
the cotton industry in Bombay and Ahmed<abad admirably for 
supplementing the working capital. Tn the buying season W'hen 
cotton has to he purchased, more money is required than to- 
w'ards the end of the year. The* de}K>sits are taken just at that 
time, say^for six months, at rates of interest lower than one has 
to pay for the whole year round. Thest? loans are repaid after 
six months when.the cloth has been sold. The industry takes 
money where the money is easy but does not require it when it 
is getting tight. 

The practice of financing cotton mills in Bombay and 
Ahmedabad out of deposits from the public bears some analogy 
to the system, prevailing for a long period in the Lancashire 
cotton spinning industry, of financing mills partly by loans 
made by depositors. The bulk of the fixed capital represented 
% buildings, machinery, and equipment w'as no doubt furnished 

t Indian Tariff Board (Cotton Tostile Indnstry), 1.097, Vol. IV, p. 900. 
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by share and debenture capital but a portion was also obtained 
from deposits.’ The depositors were mainly large numbers of 
mill operatives and local trades people u'lio bad lieen accustomed 
to invest their savings in this manner. When a cotton spinning 
mill was floated, a small amount of the Capital was called up and 
the rest of the capital was usually raiscxl by loans carrying 
interest at about 4% free of tax. The loans were unsecured and 
were withdrawable according to tlie amount at notice ranging 
from two weeks to three months.“ This method of finance doubt¬ 
less enabled the mills to be built and run cheaply while wry little 
of the Joan money was ever lost. Under modern conditions, 
however, the Balfour Oommittee pointed oiit, the system 
/“ prasents great dangers, since it is contrary to the principle of' 
1.sound finance to use loans repayable at short notice for the 
(purpose of fixed capital.” During the prolonged post-war de¬ 
pression when the mills had to call up the unpaid share capital, 
the shareholders, who were required to meet these calls, were 
forced in many cases to withdraw their loans from the same or 
other mills and these caused serious disturbances in the finances 
o(>the mills.* > 

In India, although a number of concerns have foundered 
on the rock of financing through deposits, cotton mills under 
prudent and conservative management have been immensely 
benefited. It may not be the soundest system of financing the 
mills but it would hardly l)c fair or reasonable to condemn this 
method of financing categorically when it has stood the test of 
time during the last 30 or 40 years. As the present facilities for 
banking assistance to industrj' are, the system has filled a real 
need in India. It will also Ih? incorrect to suggest that the 
finance is all short-term. As has been |X)inted out by Mr. 
Kasturbhai, Chairman of the Ahniedabad Millomiers’ Associa¬ 
tion, yearly deposits form 95 to 98% of the finance employed by 
Ahmedabad mills. They are taken not at a particular period but 
for all the year round, and run for 12 mouths, so that if any 
mill com|>any is in difficulties and funds begin to be withdrawn 
it does not get a notice of a week or a fortnight or a month but 
practically gets 6, 8, or 9 months to arrange foi* finance and so 


1 Final Beport of the Baffonr Committee on Induatry and Tnde, p. 48. 

* Ibid,, p* 46. 

s Survey of Textile Industiy (Committee on Indnatry and Trade), p. 86. Aho 
Farther Factors in Todnsirial Efficiency (CSommittee on Industry and Trade), pp, 176-76. 
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settle upon a fixed basis.* In recent years, ordinary deposits 
have not as a rule been invested in the block account of the 
mills, seven-ye^rr deposits being invariably employed for these 
purposes. Whatever may bo the merits of debenture finance, 
it is clear that Indian industry has l)ccn able to escape the 
depressing iniluemer exerted by this method of financing on 
industrial earnings wliicli has b(;cn so marked a feature of 
European industrial finance in the years of the Great Depression.* 

Deficieucics in Bnnkintj Asfdalance- In Indian Industry : 

The conditions and terms under which Indian industry is 
able to obtain hanking assistance ,appear to he rather onerous. 
The practice of re(juirij)g two signatures i.s an essential part of 
the present hanking structure of the country. The second 
signature is seldom dispensed with. It is rc(]uired even when 
a regular pk'dge is given, even w^hen the hanks are in physical 
possession of the li(juid assets. I’he statement of the representa¬ 
tive of the Imperial Bank before the Central Banking Enquirj' 
Commit^_that the Bank takes the seco jid. si g n ature onl y when | 
the stock is not pledged does not apia^ar to l)e consistent with ' 
facts.* The advances by the l)ank.s to industry are much better ^ 
secured here than in the w'eatern countries because the personal 
guarantee of the managing agents is obtained, besides the regular 
securities. But from the view' point of industry, the insistence 
on the second signature from the managing agents serves to 
restrict the total amount of finance it can raise. The actual 
amount of advance is far too small relatively to w'hat the assets 
will justify, and is generally less than what the concern requires 
for its purpose.* Cash credit is available generally to big indus¬ 
tries such as jute and cotton. The Imperial Bank advances only 
when the industry is w’ell established. No facilities are available 
in the early stages. Besides, the facilities given in the form of 
cash credits are witndraw’able at any moment. The attitude of 
banks to industrial concerns w'hich have issued debentures has 
already been noticed. Their credit with the banks is weakened 


1 Indian Tariff Board (Cotton Textile IndoBtry), 1933, Vol. IV, p, 116. 

- * The World Economic Sarvej, Loagne of Nations, 1932*38. 
s See the remark of the President, Indian Tariff Board (Cotton Textile Industry), 
1989, Vol. y, p, 81. 

4 Article by Mr. Mann Snbedar in the Indian Finance* Banking Number. 

. 18-J789B ' 
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Md their shares become unacceptable as collateral and they find 
it extremely diflRcult to raise the loans and cash credits on the 
usual terms. Such })enalir.ation is iiinvarranlcd and is dictated 
by a narrow banking policy. 

There is an undercurrent of feeling that the Imperial Bank 
has been very harsh in its dealings with Indian industrial 
concerns jiTid has in many iiustanccs withdraw?) cwvlit in .such 
a manner ?is to force their liquidation. A number of witnesses 
appearing before the Indian (Vnti’al Banking Enquiry Committee 
accused the Bank of unsympathetic treatment and even of racial 
discrimination.’ But there is scarcely any ground for this 
feeling against the Bank. As regards the charge of racial 
discrimination it is interesting to note that the witnesses failed 
to substantiate the charge and were not prepared to quote con¬ 
crete cases even in camera.* It was with them only an 
impression that Indians of sufficient standing were not able to 
get the same financial help from the Bank as a European would. 
We have, on the contrary, the testimony of Mr. (now Sir) 
H. Mody that the Imperial Bank could never be accused of racial 
discrimination, so far as the cotton industry of Bombay was 
concerned. The witnesses were also forced to admit that in 
those few. cases where withdrawal of credit was alleged to bring 
about the ruin, the position of the concerns did not warrant the 
continuance of any further assistance.* 

Although there has been no complaint against the Imperial 
Bank so far as the financing of cotton mills in Bombay on the 
system of hypothecation is concerned, it has come in for a good 
deal of criticism in regard to its attitude towards the Indian 
section of the tea industry in Bengal. The Imperial Bank could 
not lend direct to the tea companies on crop hypothecation 
because it was precluded by the Act of 1920 to advance against 
such securities alone and as usual insisted on an additional 
guarantee. But the guarantors whom the Imperial Bank 
generally approved of were European firms of managing agents and 
the four European firms of tpa brokers through whom all tea 
has to be sold. As a rule, the Imperial Bank did not lend on 
the guarantee of Indian managing agents or the ” te» banks ” 


I Tnaiftn Central Banking Enquiry Coromittee, Vol. II, p. 468. 
3 Indian Central Banking Enquiry Cnminittee, Vol. Ill, p. 466. 
3 /bid,, Vol. ITT, p. 481. 
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of Jalpaiguri.' A reference to the proceedings of the Bengal 
Provincial and'the Central Banking Enquiry Committees discloses 
that a specific charge was made against the Bank that it had 
refused to lend on crop hypothecation to some Indian-owned 
gardens inspite of the guarantee offered by the Jalpaiguri Bank¬ 
ing and Trading Corporation. There was a definite suggestion 
that the Bank was confining its acceptance of guarantors to 
European firms only and thereby putting the Indian gardens to a 
great deal of inconvenience. In reply to the questionnaire of 
the Bengal Provincial Banking Enquiry Committee, the Imperial 
Bank denied the-allegation and stated that it was solely guided 
by the status of the firm jirojwsed as guarantor.* The Central 
Banking Enquiry CJommittee pursued the point with the 
managing governor of the Bank. He was specifically questioned 
as to whether the Bank could provide the necessary finaneo to 
the tea gardens on the guarantee of the Jalpaiguri Banking and 
Trading Corporation just as it did on that of the European 
brokers or managing agents. The reply was that the Bank was 
always prepajed to finance tea gardens on the guarantee of a*\ 
third party and that any application for accommodation would i 
be dealt with on its own merits.’ The reply of the Bank in both j 
cases appears to be evasive. There was an undercurrent of feeling^ 
that few' Indian companies obtained the finance they required from- 
the Bank. 

The Imperial Bank might have been precluded by statute 
to lend simply against hypothecation without any additional 
guarantee. But the attitude of the other banks which followed 
suit is inexplicable. Such a system of financing industry has 
no parallel in any other part of the civilised world. 

The insistence on the part of several banks for taking 
physical possession of the stocks wdieu they agree to grant loans 
against hypothecation is a source of great inconvenience to Indian 
industry, particularly to the cotton mills of Bombay and 
Ahmedabad. The concerns are required to ston? the goods in 
the godowns of the banks under the control of the latter. In 
some cases the goods are allowed to lx* stored in the company’s 


1 Letter from the t^-retary, Tndian Tea Vlantera’ AsBociation, Indian Central 
Bamking Briquiry Committee, Vol. II, p. ^0. 

' s ICinutca of Evidence, Bengal Provincial Banking Enquiry Committee, Vol. 11. 
s Evidenee of Mr. (now Bir) K. M. Macdimald, Managing Governor, Imperial 
Bank of India, Indian Central Banking Enquiry Coinuiiltee, Vol. Ill, p. 25, 
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godowDs with the board of the bank affixed outside. The general 
circumstances and the standing of the parties are. so entirely 
different from those prevalent elsewhere—the majority of the 
cotton mills having to work upon a system of public deposits— 
that the acceptance of siurh conditions is believed to prejudice 
their position in the eyes of their creditors.’ 

The practice of charging a rale of iuk'i'est 1 to 2% higher 
than the Tnijauial Hank rate Avith a certain niininiuni (in Bengal 
cotton mills 7%) for the accommodation furnished by banks 
must have acted as a drag on Indian industry. The average bank 
rate is generally much higher in this coinitry tlian in England or 
Japan and the demand of more than 1% ovei- it here must be 
almost in the nature of a [>ewi] charge. Eor a number of years, 
for instance, the prevailing bank rate in India liad l)een very 
high. From November, 1929 to Aj)ril, 1930, it stood at 7%. 
In 1931 the average rate for the whole year Avorked out at 
7.046% The high bank rate must mean high iiiterc'st rates to 
be borne by Indian companies for their current finance. The 
Bombay mill industry, for example, laid in October, 1930, 
Bs. 7.58 crores ns loans from banks and managing agents on 
which interest at or above the prevailing high bank rate had to 
be paid. It was a heavy burden that the industry had to bear.” 

The insistence by several banks on the “ half interest 
clause ” in the western side of the country is an additional draw¬ 
back from which the cotton mill industry of Bombay specially 
suffers. Interest has frequently to be paid on half the credit 
allowed whether the provision has l)een utilised or not. This is 
probably not very unreasonable as the bank is obliged to provide 
the full amount of the cash credit Avhenevei: demanded. But at 
the same time it is clear that much of tlie Ixmcht from cash 
credit is reduced as the mills Avill naturally tend to pay them back, 
long before they are due, to avoid the payment of interest. 

Complaints against inadequacy of banking assistance and 
of hard dealings on the part of banks increased in number and 
in frequency during the years of the depression -and were made 
even with respect to the Bombay mill industry where they had. 
been rare so long. There is a kind of Avidcly held impression that 


1 The Boirihav S^hareholdcrs* Asaociation : Keplien to the Tariff Board question¬ 
naire (C^otton Textile Indoetry Enqiury), 

s Bapresentation of the Bombay MUlowucrs' Association to the Indian Tariff 
Board (Cotton Textile Industry), 1982, dated the diet May, 1982, p. ii. * 
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the Imperial Bank, not to speak of other banks, was not doing 
its duty in those years to the premier industry in its distress. It 
drastically reduced its loans and cash credits and even refused its 
accommodation to several mills, although them weie the usual 
margin and the agents' guarantee.' In many cases borrowing 
mills were ])ut to unnecessary trouble and interference by other 
banks. The rates charged for advances were also increased. 
First class mills were paying 1 to ^ % mom than they used to 
pay in the j)m-wfir days. When the hanks in England had 
firmly stcH)d by the British cotton mill industry and the Central 
Bank itself was })laying a large ])art in its reorganisation, it is 
unfortunate that the hanks in our (»)untry should have been 
indiffemnt to the f)reniior national industry in the times of stress 
and strain through which it was (Kissing. There was not only a 
general reluctanee to (irovide financial assistance but even a 
marked tendency in several cases to exact rates of interest which 
could hardly be called fair.® The [osition of Bengal mills was 
mndered particularly difficult, for they had not, like their eonfrheit 
in Bombay and Ahmedabad, an alternative source of finance in 
public deposits. A number of cotton mills have informed us 
that they experienced great difficulties in securing the finance 
from banks. There is a general feeling that facilities for 
Ixirniwing working capital are not available in Bengal.’ 

The principal source from which current finance was obtained 
for the Bombay and Ahmedabad mills was depleted seriously 
in the years after the depit-ssion. The public largely withdrew 
their deposits. The world-wide trade depression was no doubt 
responsible for a considerable (xirtion of the withdrawals but there 
is reason to believe that the higher rates of interest obtainable by 
purchasing treasury bills, gilt-edged securities and ()ostal cash 
certificates must have diverted large amounts of dejKtsits to these 
channels of investment. New deposits that might have other¬ 
wise flown into the mills were also drawn away into these invest¬ 
ments. The mills were cx()ericncing considerable difficulty 
in obtaining their retpiired working capital from deposits and 
were forced to offer higher rates of interest to attract them. 

1 Memorandum of Mr. A. O. Shroff, Indian Central Banking Eaqniry Committee, 

Vol. n, p. 888. . , . 

8 The Bombay Sbarcholdew’ Awiociaf ioii : BoplieB to the Tariff Board queBtioDiiure 
Tndnfltry Enquiry), 1939. 

• Tho Managing Agents, thft Mobiiii Mills, Ijtd., the Mahaluxmi Mills, litd., and 
tha Xmxini Narayan Mills. lAd. 
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The plight of the Bombay mills was much worse in this 
respect. The confidence of the depositors hi^ already been 
shaken in them on account of large losses and failures brought 
about by industrial troubles and the subsequent heavy with¬ 
drawals aggravated their distress. The mills in Ahmedabad were 
also hit but there the decline in deposits from rural areas 
and other sections of the public was partly compensated for by 
the recent growth of interdeposita by the mills themselves as 

noticed above. 

Suggestions for Improring Facilities of Current Finance : 

The restrictions imposed ufwn the working of the Tmperial 
Bank under the Act of 1920 stofKl in its way of providing 
adequate financial facilities for Indian industries. The fact that 
jhypothecation was no security under the Act and the Bank had 
/to demand an additional guarantee from managing agents hith('rto 
[caused a great deal of hardship to borrowing concerns. On the 
passing of the Beserve Bank Act of 1934, and the consequent 
amendment of the Imperial Bank Act, the Bank has ix«n freed 
from some of the restrictions which had existed so long on its 
working. Under the amending Act of 1934 the Bank has been 
authorised to advance directly against goods hypothecated to it 
subject to the special directions of the (Central Board, instead of 
being restricted to advances only against goods which are in its 
possession or the documents of title of whicrh are deposited with 
it.’ If the additional guarantee of managing agents is dispensed 
with, the handicap from which borrowing concerns suffer to-day 
owing to the insistence of the guarantee will be removed. It 
will be interesting to know* bow far the present banking practice 
will be modified in the direction of dispensing with the agents’ 
guarantee. The w'riter approached in this connection the 
Managing Director of the Im]}eriai Bank but beyond confirming 
that the Bank w'as empowered to lend directly against the' 
hypothecation of goods, he furnished no more information.* It 
is to l)c hoped that the Iraprial Bank will make a liberal use of 
the powers granted to it under the amendment and dispense as 

^ Eee Schedule, I, Part I (IVa), Sec. 16 (1) of the Imperial Bank of India 
(Amendment) Act, l0tS4. 

s Letter to the writer from the Managing Director, Imperial Bank of India, dated 
aoth March, 1986. 
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far as posaible with the necessity of the agents’ guarantee. The 
Indian jointstock banks which had hitherto followed the Imperial 
Bank in demanding the guarantee should now reconsider their 
policy in view of the amendment of the Imi)erial Bank Act. 
The system of cash credits adopted by the Imperial and other 
banks is not sufficiently clastic, and should be replaced as far as 
possible by the systenj of discounting bills. The popularisation 
of commercial bills is sure to increase the facilities for short¬ 
term industrial credit. A more extended use of commercial bills, 
it is interesting to note, has also been advocated by the Mac- 
millari Committee for the benefit of English industiy.* In 
recent years bills in England have largely gone into disuse and 
there is an increasing tendency to conduct business on seasonal 
overdraft w'ith the hanks rather than the bill between the 
manufacturer and the customer. 

The establishment of large warehouse companies is also 
likely to mitigate the drawback from which Indian industry 
suffers to-day on account of the insistence by the banks on a 
high margin for their advances against stocks. These could 
ti^e over the stocks, keep them in their own warehouses and 
banks might safely advance against the warehouse receipts or 
warrants. The system under which goods are kept to-day 
under lock and key of the banks without affording suitable 
facilities for sale would then be abolished and the present 
arbitrary methods of valuation by banks would also be dispensed 
with. 

A great deal of the difficulties regarding the supply of 
current finance for Indian industrj' is undoubtedly due to the 
prevalent idea that banks should furnish the whole of the 
required working capital. Sound methods of financing industry 
presuppose that an industrial concern should not only meet its 
fixed capital expenditure out of share capital but that at least 
HOTue portion of the working capital should also be provided out 
of it. The failure to realise this has been a source of great 
embarrassment for many a newly-established concern. Banks 
cannot conceivably finance a business until it has worked for 
some time . 

In the western eftuntries in recent years there has been a 
remarkably tendency among industrial companies to pursue a 

1 B«port of the Commitiee oft Fineore end Indnetry, p. 100 
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t/onser vative dividend poliq* an d to no eet thflir working capital 
expenditure 'out~6f undist ributed profits o r from„.thfi--sale of 
securities/ Sesbrflto bank borrowing is made only in emer¬ 
gencies and they have been growing more and more independent 
of banks as regards the supply of their working capital. It may 
be recalled that this trend in industrial financing has deprived 
the banks'there of the ordinary- avenues of employing their 
funds,* Indian concerns should curb their almost universal 
tendency of distributing excessive dividends and try* to build up 
large rcsen'es which may w'ith advantage be utilised for meeting 
their working capital expenditure. A well-known cotton mill in 
Bengal which in the earlier years of its development was severely 
handicapped for want of adequate financial facilities for current 
expenditure! has been for a long time now financing its working 
capital expenditure out of undivided profits and reserves and has 
dispensed with the necessity of bank loans and cash credits.* 


1 .E. S. Mead, Corporation Finance, New York\ 1988, p, 819. 
s Hee Chapter IV. Supra, 

» The Managing Director. Dhakeawari Cotton Milla, Ltd. 
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Managikg Agknts in the Bole ok the Industrial 
Financier in India 

The Managing Agency System forms the basic framework 
of the existing metJiods of industrial finance in the country. It 
has no counterpart in any other part of the world and is entindy 
peculiar to India. She does not possess the industrial banking 
system of the Continent. Nor arc there institutions in the 
country, corresjuinding to the issue hfuises, investment bankers 
and underwriting firms of the Western countries. Their place 
in the financing of industries is taken in India by the Managing 
Agency System, an effective substitute for all of them. It is 
India’s unique contribution to the institutional developments of 
industrial finance. 

It is not the place here to conduct a research into the origin 
of the Managing Agency System. It is generally believed that 
the inception of the Managing Agency System dates hack to the 
days of the old East India Company.' The “ agency houses ” 
of those days, later blossomed- int») the European firms of 
Managing Agents of the modem times. The device was origi¬ 
nally adopted to ensure the supply of foreign capital for indus¬ 
trial ventures in India. The same device was later on found to 
be highly useful for attracting investment of Indian capital in 
indigenous enterprises.*' ■Whatever might l)e the way in which 
the system originated, it is firmly implanted in the industrial 
organisation of India today. Ever since its inception, it has 
been closely associated with the industrial development of the 
country. Even now when an industrial company has to be 
floated, it is almost invariably the practieo to connect it with an 
existing house of Managing Agents or create a new Agency to 
look after it when started. 


I J. B. Biebards (American Trade Ck>mmiBBioQer in Tndia), Special Report No. B7, 
Jannary, 1983. Also E. C. Mahindra of Messrs. Martin & Co., in the Indian Finance, 
dated July 18 and 20, 1920. 

1 The Managing Agency System—»thG problem in relation to Indian Indostrial 
Dmlopment "—an arldclc in the Indian Finance, July 18 and 20» 1929. 
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Mana ging agencies generally come into existence on the 
occasion of the promotion of a jointstock company. There is 
no company promoter in India in the same sense as in England. 
His place, as already noted, is taken by the managing agent 
here. A group of persons, a syndicate or a firm of managing 
agents take the initiative in floating a company. They under¬ 
take all the risks and bear all the initial expenses of experiment 
and research. The enterprise cannot be launched before the 
public and the latter cannot be invited to subscribe to its capital 
unless and until the promoters nro definitely assured that it is a 
really workable j)ro])osition. ‘ Even when the promoters are 
perfectly sfitistied that the promotion may Ik) made profitable, 
an intermediate stage, that of a private company, follows before 
the public are finally asked to jnit their moTtey in the venture. 
The private comf)iiny may be carried on for sometime till it may 
be brought to the profit-earning stage. It is then considered 
ready for offer to the public, i^ll the preliminaries have by this 
time been completed, a good deal of spade-work done and a 
routine established. The company can now safely be launched 
upon the public. In the West the promoter is rewarded by the 
grant of cash or the allocation of some shares in the company. 
Here the promoters arc rewarded by being entrusted with the 
managing agency of the concerns in creating which they have 
incurred such risk and trouble ami ex|)endilure. Thus the 
managing agency of Tata Sons, Ltd., was created with reference 
to the Tata Iron and Steel Co., 4he Indian Cement Co., and the 
Tata Hydro-Electric Co. In the W(;st the promoter ceases to 
take any interest in the venture as six)n as the promotion is 
completed. He is only interested in a successful issue and 
prosperity or adversity of the business in later years is entirely 
a matter of indilTercnce to him. But the managing agents here 
remain closely associated with the business they have promoted 
for a fairly long period, and their interests bexxime identified 
with those of the com])any. Here their activities are comparable 
not to those of tlie^ English company promoter but are 
reminiscent of the ])ractice of German banks in the earlier years. 
Like them the mnn.aging agents have played an important part 
in nourishing the enter})ri8eB they have promoted. They have 
stood by them in their young and immature stagej attending to 
their financial needs and ministering to their ailments in every 
phase of their development. 
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Managing agency firms until recently, were cLiefly partner¬ 
ships or private limited com 2 )anies. Proprietary firms or public 
limited comi)anies were not unknown but the partnership agency 
firms predominated. Of the 86 firms of managing agents existing 
in Calcutta on tlie outbreak of World War II, only 7 were 
limited companies, all the rest being partnerships. Most of those 
limited companies, again, were originally partnerships w^hich 
were subsequently converted. Messrs. Andrew Yule & Co., 
Ltd., provided a typicjil instance where a partnership had been 
converted into a private limited company. The private limited 
managing agency companies are generally nothing but family 
firms that have converted themselves into such companies to take 
advantage of the limited liability aiforded by the Companies Act. 

The managing agency firms may thus be described as either 
I)artner8hips or private limited comf)anies, formed by a group of ) 
iiidividuals with strong financial resources and considerable ' 
business enterprise.* Tliey do the preliminary work of research ■ 
and experiment, 2 )rcccdent to the starting of new concerns, i 
promote joint-stock companies, employ their own funds for j 
financing the requirements of the concerns in their group or i 
arrange for such finance by acting as guarantors and as the name J 
implies manage their business.* Besides the promoting, financing 1 
and managing of industrial concerns, a number of other functions 
usually called “ subsidiary services ” have come to be associated 
with them. They act as agents for marketing the produce of 
their companies and also for purchasing their requirements of raw 
materials, store and machinery. In addition to all this, the larger 
and more important among these firms, especially on the Calcutta 
side, conduct a great variety of business, such as export and j 
import trade, banking and various kinds of agency business.* | 
The activities of one well-known firm of managing agents in 
Calcutta are found to be carried on in as many as 15 different 
departments.* 

The description of managing agency firms as partnerships 
will not be wholly correct in the present times. One of the most 
significant developments of managing agency in recent post-war 
years has been the virtual extinction of the partnership in favour 

1 Bflport of the Indian Industrial Commission, pp, 

Panaadikar, Bailing in India, p. S16. 

< Bridenee of Bengal Chamber of Commercse, Indian Central Banking Bnqniry 
Committee, Vol. in, p. 8BA. 

4 Tkeoker'e Indian Diraotorg, 1086, pp. 80-81. 
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of the joint-stock form of organisation. Almost all tbe old 
established British managing agency iiouscs have now been con¬ 
verted into limited liability companies, public or private, mostly 
the former. Among the well known cohversioiis may be men¬ 
tioned those of Messrs. Andrew Yale and Co., Gillanders Arbuthnot 
and Co., Mcleod and Co., Mackinnon Mackenzie and Co., and 
Messrs. Jardino Skinner and Co., and George Henderson and Co., 
Messrs. Jardine Henderson and Co. Ltd., being formed to acquire 
the business of the last two linns.‘ One of the main reasons for 
the abandonment of the partnership has i)erhaps been the high 
incidence of taxation which falls relatively mure heavily on 
members of a partnership as against meml)ers of the limited 
liability concerns. Another factor is to be found in tJie fact that 
the large linancial requirements of a modem business cannot be 
met "out of the limited resources of a few private individuals. 
Again, the future was full of political uncertainties and advantage 
w'as promptly taken by British financial interests of the prevalent 
monetary and taxation policies of the Government of India, to dis- 
}K)se of their assets at highly infialcd prices to Indian business¬ 
men, who vk'ith their war-inilated profits were ready to pay such 
prices. Thus the second important development of managing 
agency is witnessed—^the fusion of British and Indian financial 
interests in business. A substantial portion of the capital of these 
public limited managing agency houses has not only passed into 
Indian hands but Indians are participating jointly with foreigners 
in the management of the businesses under them. 

Calcutta is the home of the managing agency. It is here 
that the system first brjginat;ed. But as the utility of the system 
came to be perceived, it spread over to other industrial centres 
such as Bombay, Ahmedabad, Madras and Cawnpore. The 
greatest develo])inent of the system has, however, been reached 
in Calcutta, Bombay, and Ahmedabad. In Bombay and Ahmeda¬ 
bad the managing agency firms are mostly Indian and the 
system is associated chiefly with one kind of industry—^the 
cotton mill industry. In a few instances only the management 
of more than one kind of business may be observed. The 
most notable instance in this respect is that of the Tatas who 
are interested in iron and steel, cotton, hydro-electric and cement ' 
industries. But in Calcutta the important agency firms are 


i Capital, December 32, 1940 (Annual Number), p. 9. 
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mainly European and they are connected with a variety of 
enterprises. 

The constitution of the managing agency is slightly diiTi^ent 
in the three industrial centres—^liombay, Ahmedahad and 
Calcutta. The chief distinguishing feature is that the managing 
agency is permanent and licreditary invariably in Ahmedahad 
and in some instanais in Bombay but not so in Calcutta. The 
big European managing agency hrms in Calcutta have so many 
more partners—they numbered fourteen in the case of Barry & 
Co. in 1935' —^tlian the managing agency firms in the other two 
centres that there is nut the same scope here to capture a 
managing agency and keep it going on in the family. But an 
attempt is always made to bring into the business an outside 
clement carrying with it industrial (experience or technical 
knowledge or even some caj)ital. Some of the Senior Assistants are 
in this manner frocjucntly made partners of the firm, when an 
opening is created for them by the retirement of the senior or 
other j)artners. Numerous instances can be quoted to show that 
the assistants of the ])ust have become partners, even senior 
partners of to-day. On the retirement of the partners they are 
not necessarily succtseded by their sons or nephews but frequently 
by other assistants. It is often found that a member of the 
founder’s family, a son or a nephew, does not automatically 
become a partner of the firm but serves as an assistant in the 
firm. Sometimes but not invariably he becomes a partner after 
acquiring sulficient exi)eriencc or technical knowledge. Thus 
although the firm may have some representatives of the founder’s 
family, the presence of so many other partners in it obviates *any 
possible degeneration due to family succession." 


Functions of the Managing Agents: 

/• 

The Managing Agent fulfils three important functions in the 
industrial economy of India. He combines in him the functions 
at once of the entrepreneur, the capitalist and the business 
manager. As an entrepreneur, the managing agents have taken 
upon themselves all the risks and responsibilities of pioneering 


1 Thaeker*8 Indian Direotory, 1085. 

s Bvideoce, Bengal Chiunber of Commerce, Indian Tariff ..Board (Cotton Textile 
l^iuti 7)9 1997, Vol. ni (Evidenpea), p, 822. 
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new iiidiii’tries in a country where iudus^Wfl/ development h&tl 
scarcely been significant. As Mr. Mabindra bss observe, the 
managing agents have led tbe way for a systematic industrial 
advance in the country. “ Their courage and faith to conduct 
preliminary experiment and research, their ability and willing¬ 
ness to furnish the necessary finances, their sporting prepared¬ 
ness to face all risks and above all their vision and unerring 
instinct to perceive the commercial possibilities of a project 
have achieved for India a substantial measure of industrial pro¬ 
gress. All the more important jute mills, cotton mills, tea 
gardens and the greater part of sugar factories, electric supply 
companies and light railways were established and are still 
managed by them. The iron and steel industry and the hydro¬ 
electric industry would never have reached their present stage 
without the enterprise of the Tatas, their managing agents. A 
number of other prosperous and flourishing industries of to-day 
would have yet been in the womb of future without the initiative 
of managing agents. They were the pioneers in the field of 
industry in the country and have borne all the losses of pioneer 
industrialism. 


Managing Agents in the Role of the Industrial Financier: 

The attribute of the managing agent that has most attracted 
public attention is his role as a capitalist, tbe supplier of indus¬ 
trial finance. Sir Victor Sassoon described the arrangement of 
finance for the companies under his control as the most valuable 
function of the managing agent.’ The provision of finance not 
only for initial fixed capital expenditure but also for subsequent 
reorganisation, extensions and modernisation as well as for 
working capital purposes has to be arranged for by the managing 
agents. They furnish this finance in various ways: by them¬ 
selves subscribing to the share capital and debentures of joint- 
stock companies or getting them subscribed by their friends and 
relatives, by arranging loans from banks and pledging their 
guarantee for the loans, by attracting deposits from tiie public on 
the strength of their reputation and standing in the business 
world and last but not least by making advances to &eir com- 


1 iDdUbn Currency Commuaion, 1996, Vol. V, Q. 6006-9* 
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panics from their own private resources at certain agreed rates of 
interest. Not only do the managing agents themselves subscribe 
to the shares and debentures of the companies they manage but 
they assist in the placing of their securities on the market as the 
underwriters or issue houses of the West or the "industrial 
banks ’ ’ of the Continent do. They thus iKjrforrn the useful 
function of bringing together the investor and the company. 

The part played by managing agents as an industrial financier 
has been so important and has aroused so much public interest 
that it i.s worth while to examine in some detail the various 
forms in which they have rendered tliis financial assistance to 
industry. The provision of fixed initial capital to industry by 
means of subscription to its share capita! is the most important 
element in industrial financing and it will he-interestiiig to 
investigate to what extent managing agents furnish initial 
capital to industry in this form. So far as the Ahinedabad cotton 
mill industry is concerned, the claim of managing agents that 
they provide fixed initial capital by means of subscription to 
share capital is in the main justified. Mr. Kasturbliai Lalbhai, 
representing the Millowners’ Association in Ahmednbad, stated 
before the Tariff Board of 1032 that in several cases managing 
agents then held 3/5ths of the shares in the cotton mills. There 
were even individual cases where 85 to 90% of the shares were 
owned by them.' As regards the Bombay mills, a careful 
perusal of the evidences tendered before the Tariff Boards of 
1927 and 1932 gives one the iuipressi(»n that the managing 
agents were the majority shareholders.* The managing agents 
of the Bengal cotton mills have not the same large stake in their 
companies as their confrerrii in Ahinedabad and Bombay. Still 
they have a fair amount of shareholdings. For instance, in the 
Bengal Liixml the managing agents held 25% of th(> share 
capital, in the Mahaluxini 10% and in the Mohini 5%.’ Tn 
the case of the recently started Basanti Mills, there appears to 
be an exception for here the m.anaging agents with tlieir 


1 Bvidenee of the Ahmedabad Millowneni’ Association, Indian Tariff Board 
(Cotton Textile Industry), 1982, Vol. IV, p. 189. 

s Indian Tariff Board (Cotton Textile Industry), 1927, Vol. TV, p. 248. 

* Letters to the writer from the hlanaging Agents of the mills concerned in reply 

to hia qnestioiuuum. 
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relatives and friends owned nearly 80% of the share capital. 
Four of the partners of the managing agency firm along with one 
relative were found: to hold 25,000 sliares out of a total of 61,980 
shares taken up.' 

It will be interesting to investigate the position in this 
respect in the jute mills under the Calcutta firms of managing 
; agents. We have studied the Summaries of Capital and Lists 
of Shareholders of a considerable numl)er of jute mill companies. 
The shares arc not always held in the name of the nmnaging 
agency firm. They arc often held in the name of the various 
partners of the firm and sometimes in the name of their wives 
and daughters and even other relatives. The Ishare registers, 
however, do not always give a definite idea on account of the 
system of blank transfer which is prevalent in Calcutta but not 
in Bombay. The shares held in the name of a managing agency 
firm and its partners may be considerably more or less than the 
number indicated in the register because some shares may be held 
on blank transfer. It Avill, therefoj'e, be. some? what difficult for 
us to make any- statement on the extent of the managing agents’ 
shareholdings. 

Although it may be difficult to obtain an estimate of the 
('xact amount of shares held by managing agents in a company, 
a fair index of the extent of their holdings may be had from a 
study of the Summaries of Capital and Lists of Shareholders in 
two different periods, the one in the year after the incorporation 
of the company w'hen the first list was filed and the other in 
more recent times. An estimate of the extent. of the agents’ 
holdings in the first period based on the amounts as given in the 
earliest lists of sliareholdors is not lilvcly to be vitiated very 
much by the practice gf blank transfer. The transfer and re¬ 
transfer of shares must have begun later. A comparison of the 
extent of shareholdings at the two different periods will also 
assist us to discover any possible tendency among the agents to 
reduce their holdings and dispose of the same to the investing 
public. A careful examination of the Bnnimnrics of Capital and 
Lists of Shareholders filed with the Registrar of Joint-Stock 


> Summary of Capital and-liiata of SharehoMora n)8<te up to the Snl Kovombor. 

I9M. 
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Companies, Calcutta, at the two dilTercnt periods has given the 
following results:— 


Name of Jute Co. 


(1) The Auckland Jute Mills, Lrtd.' ... 

(Messrs. Bird & Co.) 

(2) Tho Kankinarrah Jute Mills, Ltd.^ 

(Messrs. Jardiiiu f^kinrior A ('•■o.) ... 

(H) The Heoghly Jute Miils, Ltd.» ... 

(Messrs. Gillaiidors Arbuthnot 
& Co.) 

(I) The iVaihnIi .hue Mills Co., lAd.* ... 

(Messrs. Hoilgers & Co.) 

(Si) The Kelvin Jnte (-o., Lid."' 

(Messrs. Mclood A Co.) 


No. of Percentage lij 
shares total capital 

y«Br. Total namber held by held by 
of Bharon. Managing Managiing 




Agents. 

Agents. 

1009 

<20,000 

42G 

2.14 

imi 

;io.ono 

735 

2.4 

1683 

H.,000 

3,885 

27.7 

193.0 

4ojm 

4,005 

n.5 ^ 

1914 

1,50, coo 

20,055 

12.9 

1935 

1,50,coo 

9,009 

v5.6 

ItKMi 

11.000 

1,125 

10.2 1 

1934 

I7,r>0() 

155 

.« ' 

LOOri 

I6,0(X) 

1,518 

9.4 i 

1930 

17,000 

75 

.4 


There is a practice with some Calcutta agency firms to own 
subsidiary companies which play a part in the financing of tho 
concerns under the management of the parent companies. In 
forming an estimate of the extent of the managing agents’ 
shareholding in a concern, the amounts held by such subsidiary 
companies will have to be taken into consideration. The Calcutta 
Discount Company, a subsidiary of Messrs. Andrew Yulo & Co., 
Ltd., and the Strand Proixjrties, Ltd., a subsidiary of Messrs. 
Mackinnun Mackenzie & Co., arc two typical instances. 

The foregoing study of some representative lists of share- 
holdem makes it fairly clear that the European managing 
agents in the case of the Calcutta jute mills have seldom contri¬ 
buted any considerable portion of their initial fixed capital. In 
a few cases they have no doubt subscribed to the sliare capital of 
the companies under their management to some extent. But 
there is a general tendency with them not to bold the shares 
permanently but to dispose of them to the investing public as 


1 Riimmaries of Capital and Ijists of Riarobolders made up to 22th June, 1900 and 
up to nth May, 1934. 

2 Summaries of Capital and Lists of Shareholders made np to diet December, 
1883 and up to Z6i\x February, 1933. ^ 

2 Summaries of Capital and Lists of Shardiolilers made up to 3rd August, 1914 
■nd up to Olst June, 1985. 

2 Summaries of Capital and Lists of Shareholders made up to 2nd April, 190G 
and up to 2ith November, 1984. 

2 Summaries of Capital and Lists of Shareholders made up to 26th August, 1006 
and up to 18th April, 1986. 

90-1789B 
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Lt tbJ» IB evident from the examination we have 
goon a» . xL fieriods — the one itomediately 

2.n extent Lt tbeir bolding, have Itfmie gmk tmtgo,. 

ficant. Thus they a^e truly iiiideruTiting' films, . nolawg very 
few sliares in tEcir companies, always endeavour/ng’ to pess tbeni^ 
o n t o the pubEc whenever possible^ The managing agency 
system presents in this res|3ect a sharp contrast to that prevailing 
in the cotton mills of Bombay and Ahracdabad. The tradition 
in Calcutta is altogether different. The agents themselves have 
an entirely different conception of their functions in this respect. 
They take a pride in disposing of issues to the publie and they 
consider themselves highly successful agents if they arc able to 
dispose of the whole issue in this manner. If people have faith 
in the managing agents, they will be anxious to buy the shares 
in the concerns under their management. It is obvious the 
greater the reputation of the managing agents, the greater will 
be the inducement to invest in the companies promoted by them 
and the managing agents under such circumstances will be left 
with very few shares in their hands. Mr. K. C. Mahindra 
observed before the Tariff Board of 1932 that his firm, the 
Martins, did not hold even 20% of the shares of the companies 
under their managing agency Ijecaiisc they prided themselves on 
the fact that they Avere successful agents.* The nearer a concern 
can be brought to the i)oint where the agent has to hold the 
smallest possible percentage of the share capital, the more 
successful will the agent l)e called. Like the Bombay and the 
Ahmedabad agents they are not inclined to lock up their resources 
by holding shares in their own portfolio but they take the earliest 
opportunity to free their funds from the shareholdings in a 
company so that the same might be made available for the benefit 
of another company. It is only when public floatation proves a 
“ frost ’’ that managing agents are left with a large number of 
shares. The public, for example, may subscribe only 20% of 
the capital and 80% may be left in the hands of the m anag ing 


1 ETide&oe of Mr. K. 0. Mahindra of Metisra. Martin A Co., Indian Tariff Board 
(Cotton Textile Industjy), 11132, Vol. V, p. 57. This is true even in the present times, 
Messrs. Martin Bums, Ltd., managing agents of the Iron and Steel Co., Ltd., held in 
1950, only 10,000 shares oat of a total of 25,62,696 shares .taken np and of the Steel 
Corporation of Bengal, only 1,00,000 shares oat of a total of 32<88,890 diares taken np. 
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agents in tbe beginning. Managing agents under such circum¬ 
stances do not close down the concern but devote themselves 
earnestly to the task of showing to the public that the company 
would work well.* After a few years when they have been able 
to show for the company a good record, the proposition becomes 
attractive to the public ■^’ho had previously shunned it and the 
shares are quickly disposed of. Here again the managing agents 
fulfil their functions as intermediaries between the company and 
the investors. Their shareholdings at the start are never volun¬ 
tary and at the earliest opportunity these are sold) out. This 
asiHiCt of their activity may very usefully be compared to similar 
functions performed by the industrial banks of Germany in the 
investment field. 

As regards the position in the cotton mills of Bombay to-day 
the statement that the majority of the shares in their different 
mill companies are held by managing agents is also debatable. 
Ever since the cotton mill industry was caught in the last post¬ 
war depression, managing agents have been steadily unloading 
the shares on the stock exchange. Their holdings have in many 
instances been severely reduced. Mr. J. J. Eapadia made 
certain investigations into the lists of shareholders of a number 
of companies at the office of the Begistrar of Jointstocks Com¬ 
panies, Bombay, and found that in the case of some mills the 
agents’ holdings were insignificant. In one instance 6,000 
shares were divided among 500 j)er8ons of which the managing 
agents held only 83. In another case out of 4,000 preference 
shares, 2,863 shares stood in the name of a Maharajah and out 
of 7,500 ordinary shares, the number of shareholders was 800, 
the managing agents holding only 341 shares.” Whatever might 
have been the position in the earlier years, the managing agents 
are not to-day the principal shareholders in the Bombay cotton 
mill industry. Their holdings arc in many cases a small fraction 
of the total capital and frequently less than those of single indi¬ 
vidual holders. In the Bradbury Mills, for instance, the manag¬ 
ing agents, Messrs. Gurrimbhoy Ebrahim & Sons, Ltd., held 
624 shares including 40 in the name of Sir J. Currimbhoy out 
of a total of 4,000 ordinary and 6,000 preference shares or 6.2%. 

1 Letter from Mesm. Martin k Go . 14th September. 1992. Memorandum of 
Notes by Mr. K. C. Mahindra. Inddan Board (Cotton Textile Industry). 1999, 

Vol. m, p. 247. 

> Oral Bvidenoe of Bombay Share^lders* Association, Indian Tariff Board (Cotton 
TsBKlils Industry), 1982, Vol. V, p. llOi 
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In the Easturchand Mills tlie agents also held 624 shares only out 
of a total of 9,600 shares or 6.5%. 

The question of the stake of managing agents in the concerns 
under their control has aroused a great deal of interest. A 
comparatively heavy stake in the enterprise by means of share¬ 
holdings has generally been considered highly desirable. The 
more substantial the interest of the managing agents in the sliare 
capital of the company, the more ensured the identity ol interest 
between the agent and the comj)any. It has often licen 
suggested that they should have a statutory holding of at least 
25% ; even as high a jxjrcentagc as 60% has been advocated. 
The anxiety is always there to safeguard the interests of the 
shareholders. If the agents’ holdings are insignificant, say .10%, 
or even less, there might conceivably be a sort of divergence of 
interest between the agent and the company. His financial 
stake in the industry is nil and he will not be induced hi 
manage it carefully and efficiently. The ab.sence of practically 
any shareholdings by managing agents in Calcutta in the con¬ 
cerns under their management may from this point of view be 
a source of grave anxiety to the shareholders. There have 
actiialiy been cases where (jfficiency of management has varied 
with the interests of managing agents in their respective con¬ 
cerns. A well-known firm of European managing agents con¬ 
trolling a large number of jute mills only a few years ago met 
with severe criticisms in the hands of shareholders wlu^ com¬ 
plained tliat the agents’ holdings in the companies under their 
management were only 1J% of the total capital and this was 
res}M}nsible for the fact that the jute companies under these 
particulai’ managing agents were not making any profits. 
While admitting the desirability of managing agents having 
a substantial stake in the enterprise, it must be pointed out 
that the, shareholders’ interests will not be jeopardised ^ijf . 
/the agents regard their connection with the company not.j 
merely frbrn the vievypoint of commercial interest but as a matter 
involving their reputation. Under such circumstances the ques'*/” 
tion of the stake will naturally be shorn of much of th^ ~ 
importance which is frequently attached to it. As the Tariff ' 
Board have rightly pointed out in their Report (1932), “ Wheii^. . 
the managin g agent represents a high standard of ability an|| ; 
sense of responsibility, it may make little difference to the oom|il 
pany to what extent the managing agent is interested in thdr^ 
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share capital of the company. The better class of managing 
agent works partly for the remuneration fixed for him under Jiis 
agreement but partly also out of regard for Jiis reputation and 
out of a sense of pride in the tradition of fnnnagc^nicnt associ.ncd 
with liis concern.” * It should also be remembered that when 
the managing agents’ holdings are pieixjndersnt, the rest of the 
shareholders have very little effective voice in the management 
of the company whose control remains entirely Avith the manag- 
ing agents. Indeed where the management is not efficient, the 
holding of a considerable iX)rtion of the share capital by the 
managing agent may be fraught with disastrous consequences for 
the company. In some quarters there has even been a strong 
feeling to restrict the managing agent’s holdings to a definite 
percentage of tlu! shares of the company.* 

From the foregoing study, it is clear that although the 
managing agents liavc in some cases participated in the share 
capital of industrial companies, any suggestion that they are 
singly the most impoj*taut or largest shareholders will be, with 
a few ex(^eptions, incorn«:t and misleading, at least in the 
present times.* ('outrary to general belief, it appears that their 
contribution to fixed initial capital by way of subscription to 
shares lias not been considerable. The managing agents have, 
however, contributed to fixed capital expenditure in another form. 
^For the j)ur|K)se of financing schemes of extension and re- 
kirganisatioii in the conc^enis under their management they have 
/frequently furnished long-term loans or have taken up debentures 
tin large amounts. The importance of this aspect of the manag¬ 
ing agents’ role as an industrial financier can hardly be over-, 
estimated in a country where there is no organisation which can 
furnish loans against the fixed assets of industry or where deben¬ 
tures are not as popular a method of investment as in the West. 
In the case of the Bombay cotton mills where figures for manag¬ 
ing agents’ holding of debentures are available, it is found that 
Bs. 46.5 lakhs out of a total debenture issue of Bs. 238 lakhs 


1 liepori of the Indian TarifT Board regarding tho grant of protection to the 
Cotton Textile Industry. 1932, p. 86. 

> See Legislative Assembly Debates, Vol. VI, No. 6 (9th Bept., 1986), p. 788. 

* According to the investrigations of Mr. D. Datta, a fpsearch student working 
under my direction, the managing agents of the Aucklond Jute Co. Ltd., held 20% and 
df the Anglo-India Jute Mills Go. Ltd., 25% of the ^are capital in 1948 and 1949 
reqpeetivelgr. 
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Dujmg V\io Y®vvod or durvng a period ot 

th^)rcssjon when hanh^^ would not advaiiw money or the public 
rn/ffA/ not take up deheniuretf, they have rendered considerable 
£nancial assistance. There arc some industries which required 
quite a number of years before they become prohtaUe. For the 
first seven, eigJ)t or ten years no profits are earned and they 
require carefid nursing during this development period. The 
tea industry is a case in point. Tea gardens become paying pro¬ 
positions in at least the sixth or seventh year. A considerable 
amount of expenditure has to be incurred without any return 
during this period of development. The industry is nursed by . 
managing agents during all these barren years. Very f(!w tea / 
compan ies in .India can, on the strength of their sliare capital j 
alone, stop liquidation. Electricity supply companies are another ' 
firm oT Industry which require at least in this country a pretty 
'urge nundier of years before they can show profits. The 
advances and guarantees of managing agents running frequently 
to several lakhs of rupees serve to sustain the struggling com^rns 
during this period. A firm of managing agents financing such 
companies at Bhagalpore, Muzailarpore, Cuttack, Mirzapur and 
Mangalore advanced and guaranteed in this way 12 lakhs of 
rupees. Tliey would have certainly gone into liquidation with- 

j out the financial assistance of their managing agents.* 

There are indeed numerous instances where the managing 
; agents have saved enterprises from ruin by timely loans and sub- 
|scription to debentures. A company for the production of aero¬ 
plane spirit in Bengal, the pioneer company in this line in India, 
which was started in 1918 with a capital of Bs. 12 lakhs was 
saved from liquidation in 1923 by the financial assistance of 
managing agents to the extent of Bs. 17 lakhs and the company was 
payable to a dividend of 8%.* The Paper Pulp Company 
started in 1919 showed a debit of nearly Bs. 16 lakhs for the first 


> Indiian Central Banking Bnqniry Committee, Vol. I, Part I (Majority Report), 
p. 278. 

* Speech of Mr.^tnow Sir) H. Mody, Legislative Assembly Debates* March, 1986, 
Vol. m, pp. 1766-67. 

s Legislative Assembly Debates (Sir K. K. Sircar’s Speech), Yol. VI, N6. 9, p. 807. 

. * Legislative Assembly Debates (Sir L. Hudson’s Spee^), Vol. Vll, No. 7, 
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nine years. The advances made by managing agents fluctuated 
between Es. 16 to 25 lakhs. The Kumardhubi Engineering 
Works obtained from time to time loans from their managing 
agents amounting to Es. 22f lakhs. Without this finance they 
could not carry on.* 

During a general crisis or depression in a particular industrv 
managing agents have similarly lent their financial assistance 
and saved many industries from certain ruin. In the difficult 
years of 1920-21 when the banks w’ould not advance money, the 
managing agents of seven Indian tea garden com])anie.s adi^mced 
Es. 7 lakhs to help them thrfnigh the .sliiinp. Kive of them sub¬ 
sequently recovered to a dividon(l-])Mying stage.® In iuiuther 
instance, in the case of a company wliose works w'cri! situated in 
Northern India, the managing agents made iinsecured ndvanees 
to the extent of Es. 28 lakhs in .1023 and in the next year took 
up nearly Es. 24J laliEs of^ ■debenture issue of Rs. 25 lakhs w'hen 
the debentures could not be sold owing to a lack of confidence in 
the com|»aiiy. The conccra was in a very sound position subse¬ 
quently.® In many cases managing agents in their .cffortK to keep up 
straggling concerns during a scries of disastrous years continued 
making unsecured advances and increasing their financial risk 
and in the end nearly lost their all. The managing agents of 
Britannia Engineering Company lost in this way Rs. 5 lakhs, of 
Russa Engineering Company Rs. 7 lakhs, of Indian Tanneries 
Rs. 2(1^ lakhs, of Satikdih Coal Company Rs. 2^ lakhs and so on.® 
I Had not the managing agents retrieved the companies by their 
steady and persistent nursing at considerable sacrifice through 
all the barren years of their existence, they would have been 
forced into liquidation, many a valuable industry would have 
been lost to the country and the shareholders would have lost their 
all-. 

Another important form of financial assistance rendered by 
managing agents has been the provision of working funds for 
industry. In Bombay and Ahmedabad they attract ejionnoue 
deposits from the public for financing the: curi'^ expendititre of 
cottpi^jinriia. As a result of the last depression the deposits 
no doubt declined but in the years before the depression, 

K Legislative Assembly Debates (Sir N. N. Sircar's Speecbl, Vol. VT, No. 9, 
pp. 806-7. 

* Ibid, (Sir L. Hadson's Sp^b), Vol. VIT, No. 7, p. 1763. 

» Ibid, 

4 Ibid,, Vol VI, -No. 109. 
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the total amount was considerable. In March, 1924, total un¬ 
secured loans, mostly in the form of deposits, amounted in the 
case ot Bombay Mills to Rs. 11.9 crorra. Even on the Ist of 
October. 1930, the deposits held by 04 mills in Bombay were 
i&r. 73 crores. Eleven per cent, of the total finance reguired 
was derived from this source alone. The total deposits in the 
Ahmedabad Mills have been estimated to he more than Bs. 7 
crores.* 

• It is the financial standing and reputation of the managing 
agents that liave served to draw such enormous funds into the 
mill industry. Not only do the managing agents attract deposits 
in this manner but they have also to furnish the working funds 
themselves. The amounts loaned by managing agents to the 
Bombay and Ahmedabad cotton mills totalled in Octolxjr, 1930, 
Rs. 5.32 crores and 2.6 crores, respectively. These formed 21% 
and 24% of the total finance required by the mills while bank 
loans formed only 9% and 4%.® This gives an idea of the 
preponderating nature of the financial assistance rendered by 
managing agents. Provisions are sometimes expressly inserted 
in the mantaging agency agreement itself that the agents will be 
under an obligation to furnish the working funds to the com¬ 
pany at an agreed rate of interest.* In Calcutta, where manag¬ 
ing agents are not interested in the share capital of their com¬ 
panies to the same extent as in Bombay and Ahmedabad and 
where deposits are not in vogue, industrial finance is provided by 
them to a great extent in the form of loans on current account. 
The halanco-sheets of a large number of jute mills indicate the 
(vcnormous amounts due to managing agents in this way. 

I Besides attracting deposits and assisting industry directly by 
I furnishing their own funds, the managing agents render invalu- 
l.ablc financial assistance in an indirect manner as they arrange 
I for and have to give their guarantee for all the bank loans, cash 
ilcredits and overdrafts required by the industrial concerns under 
'their management. The Imperial Bank of India and following 
it the other commercial banks as well are unwilling to lend 
current finance on the promissory note of the industrial company 
against the hypothecation of its liquid assets. They insist on 


1 Report of the TofUan Central Banking Knquiry Committee, Voi. I, Part I, 
p. 278; also Voi, III, p. 481. 

* Ibid., p. 278. 

s Cl. 29, Managing Agency Agreement, The Mohini Mills, Ltd. 
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an a ddifaoaal guarant ee from the managing agents. This 
gv^aa TWSf (Cspinis^ gyg^ ^ regniar 

pledge .8 given and the banks are in physical possession of t ! 
go^s. The practice of requiring two signatures is an essenSi 
part of the present banking structure o! the country. Under the 
circumstances industry cannot raise its working finance from the 
banks without the help of the managing agents. Bank loans do 
not indeed lorm a considerable portion of the U)tal working 
finances of the Bombay cotton mill industry and they play a 
still less important part in the financing of the Ahmedabad mill 
industry. But whatever banking assistance has been secured, 
it has been done with the help of the managing agents’ 
guarantee. In Calcutta and elsewhere where the system of 
financing current expenditure by attracting deposits is not pre¬ 
valent, industry has to depend to a far greater extent on bank¬ 
ing assistance. The managing agents liere are almost indis¬ 
pensable in securing for industry its current finance. There is, 
however, a slight difference with the practice in Bomliay. In 
Calcutta the managing agents in many cases have not to give 
their personal guarantee as in Bombay, but they merely give a 
guarantee that the overdrafts granted are always covered by 
stocks.* It must be observed in this connection that even in the 
ease of important industries with long established records, banks in 
India W’ould not dispense with the giving of guarantees by 
managing agents. Even in the well-known T^t{(.^, group, the 
extent of annual guarantees by managing agents to banks is nearly 
Rs. 51 crores.* 

Thie managing agent not only furnishes the necessary 
finances or arranges for them but by affixing his name to the 
prospectus of the company induc-es the investing public to come 
out with their purse for subscription to the capital of the concern. 
The affixing of bis name to the prospectus means to the investors 
the Mtting" of "the “seal’bf his approval to the enterprise and they 
are attractied by thousm^s tovj^rfs the,: w The wel l- 

r^pilateff firins of managing agents have created a tradition and 
builTlip’a reputation in the business world. The public have 
unlxnmded faith in such managing agents and do hot make the 
digh lfest besitatibn: savings in fdieir hands. There 

^ Boport of the Indian Central Banking Enquiry Committee, Vol. 1, Part I, 

p. fl75. 

e Statement oh the Memorandum for amendment of Indian Companiee Act by 
■T«ta. ToduaUieei JM. ■ 
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iiM been in recent years a tendency to minimise the importance 
of the r61e played by maTni ging agents as an industrial financier. 
The managing agent’s power to attract capital has been doubted. 
But a glance at the pages of India’s industrial history will at 
once reveal what an enormous bold good managing Hgency 
houses have over the investing public—^what an attractive field 
of investment the businesses under their management have 
always been considered. Tliey have never lacked the support of 
the investors and they have never failed to raise whatever 
finance they require. To mention only one instance, which is 
typical of well-reputed firms of managing agents: the Iron and 
Steel Industry under the managing agency of the Tatas. In the 
beginning it was believed that the enormous amount of money 
required for constructing and equipping a modem steel factory 
would not be found in the cx)untry and recourse was made to 
the London money market. But the London negotiations broke 
down and it was decided to appeal to the Indian investing public 
for financial support of the gigantic scheme. 

The res{)onHe was magnificent. The entire capital required 
for the construction works amounting to more than one and a 
half crore of rupees w%a8 subscribed at the end of three w'eeks only. 
An idea may be formed of what a tremendous nish there was for 
the shares from the graphic description given by Mr. Axel 
Sahlim, one of the (X)nsulting engineers of the Tatw, while 
lecturing before the Staffordshire Iron and Steel Liatitute in 
1912:— 

” From early morning till late at night, the Tata ofiices in 
Bombay were besiege d by an eager crowd of investors. Old and 
young, rich and poor, men and women, they came offering their 
mites and at the end of three weeks, the entire capital required 
for construction equipments, £1,680,000, was secured, every 
penny being contributed by some 8,000 Indians.” * 

The above account bears eloquent testimony to the trust and 
confidence which a good house of managing agents creates in the 
minds of the public. No better proof could be given of the power 
of managing agents to attract Indian capital to ^e hitherto 
untrodden paths of industrial investment. 

The sugar industry is a more recent case in point. At a 
time when investors were holding aloof from capital investment 

> QooM in Capital, Indinn Indmtriet, Trada and, nauapart Sogyfanwit, 
P«mb«r, 1S88, p. 46.' 
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all overlie world, the sugwr companies floated in India had never 
lacked their financial support. Their issued capital had been 
tally subacribed and even oversnbBcribed almost immediately 
after their flotation. This was principally duo not only to the 
grant of protection but also to the fact that most of them had 
been established under the managing agency of very able and 
well-known firms. The raising of capital from the investing 
public would never have been so easy a matter if the companies 
were not floated under the aegis of firms in whose ability and 
financial standing they had immeasurable confidence. 

We have made a special study of the lists of shareholders 
in the case of tlie jute mills under Calcutta firms of managing 
agents at the office of the Begistrar of Joint-Stock Companies, 
Bengal. One fact of startling importance that at once leaps to 
the eye is the steady increase of financial stake of Tjidians in the 
jute mill industry. In the earliest stages of the development 
of the industry, scarcely an Indian owned a share in any of the 
jute mills. Almost all the jute mill shares were held by 
Europeans and the names of one or two Indians only could some¬ 
times be found among the lists of shareholders. Thus in the first 
Summary of Capital and List of Shareholders which was made up 
to 31st January, 1896, of the Albion Jute Mills Co., Ltd., the 
name of a single Indian could be seen. He owned only 26 
ordinary and 25 preference shares out of a total of 6,000 ordinary 
and 5,000 preference shares of Bs. 100 each.^ Even as late as 
the year 1909 we find the name of only one Indian as a share¬ 
holder in another jute mill, inz., the Auckland Jute Co., Ltd. 
He held 160 shares only out of a total of 20,000 shares of the 
value of Bsi 100 each.' During the last 15 or 20 years a 
remarkable change has been taking place in the domicile of pro¬ 
prietory interests. Indianisation of jute mill stock has been pro¬ 
ceeding rapidly and on the eve of the outbreak of World War U 
more than 60% of the shares were held by Indians all over the 
country. The dispersion of proprietory interests which we have 
observed in Ihe case of the jute mills is generally true of other 
businesses as well. This tendency of the notoriously shy Indian 
capital readily seeking investment in the jute mill and other 

. .t Bmnniuv of CapiM. and list ot Sisreholden made ap to Slst Jannaiy, UBS— 
aSm'-AJIdim >Bta Mint.'■■ ■.• 

' * ..SMAair M Oapltid aad list «{ ShawhoMats made np to 9Bih. lane, U0S-> 
nm iMUwd OeiH 
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vniiLUfliTAes e\eat\;;; Aiowa av\ fl\vo\ind.mg iia. tVi© ’toma oi 

jjoiuis^jji^ flyouts which c-oiiiivl ihciu. The Indinn invostot 
ft'oa/dnever have parted with Ihs JHOMy unless he had believed 
that it was safe in the hands of the managing agents. 

Managing agents have certainly created a feeling of trust 
and confidence which tends to encourage a steady How of capital 
into industry. Indian industrial history abounds with numerous 
examples to show that a venture promoted by a well-reputed 
managing agency house is likely to attract public money more 
easily and quickly and to a larger extent than a similar venture 
under a managing director. In fact, the system of managing 
agency has a far 'greater list of successes in the country than any 
other system of management. And yet Mr. Manu Subedar in 
his Minority Report of tlic Indian Central Banking Enquiry • 
Committee did not hesitate to observe, “ Tlic managing agency 
system tends not to encourage but to check the flow of capital 
in industry." Perhaps no other system would have been able to 
dis{)cl the shadow of doubt and suspicion which tended to magnify 
<^n the eyes of the Indian investor noi'inal risks in industrial 


^pvestment to a most disprojwrtionate extent. The suprem e 
^hievement of Managing Agency has beem to draw Indian 
dapital away from its traditional preference for land investments 



Defects of the Managing Agency System of Finance — 
Inter-invcstmenl of Mill Funds: 

Although the managing agency system has rendered a very 
useful service to Indian industry by furnishing the necessary 
finances directly or indirectly, the system of jBmancing by 
managing agents has been open to grave defects. In many 
cases they have pursued such unsound and questionable methods 
in financing industries under their control that tlie whole system 
of financing by managing agents has |^me to be regarded as 
unreliable, uncertain and unstable. The pract^ bf inter¬ 
investment of funds by managipg agents constitutes per^ps the 
most vital defect in this system of fiuancql 

The surplus funds of one mill may sometimes be invested 
in the shares and debentures of another mill under the same 
Tinanagin g agency. Funds raised on the credit of . one' Cone 
may be lent to another under the saotn / agehta. ■ 
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been ca«M in recent yeatB ’adhere Bvid* a \)ractu:.e 

be.cn loWovje^ in t\\e wUsun iniW \\\0vv\sVy\ . ’V\\e 
ol Nationa co\.i«n miWs \x)t\\ in Tioini^ay anii_ XVnncaaijaa arc 
(lotted with records o! bans and advances to companies in which 
the same agents are interested. Tl.e ^Jagpiir, Swadeshi and 
Ahmedahad Advance Mills purchascid in 1922 the dehentnres 
issued by the Tata Mills under Ihc mnne managing agency 
(Tata Sons, Ltd.) to the extent of Tl«. 60,00,000 out of a total 
issue of Rs. 1,00,00,000, In 1927 the Fazulbhoy, Pearl, ’ 
Crescent and Indian Bleaching Mills all under the agency of 
Messrs. Currimbhoy Ibrahim & Sons, Ltd., purchased shares of 
the Premier Mills under the same agents, to the extent of 
Rs. 13,71,390. The balance-sheet of Sir - Shapurji Broacha 
Mills for the ytjar ending 31st March, 1924, shows an advance 
of Rs. 4,36,353-5-4 to the Indian Woollen Mills under the 
same agents (Messrs. Mathradas Gokiildas <fe Co.), and that 
of the Morarji Goculdas Mills for 30th Tune, 1925, shows 
a loan of Rs. 1,27,210-10-11 to the Dharamsi Morarji 
Woollen Mills under the same management. The balance- 
sheet of the Finlay Mills for 1926 discloses a loan of 
Rs. 6,60,000 to the Swan Mills under the same agents and that of 
the Gold Mohur Mills for 30th September, 1927, shows a loan of 
Rs. 3 lakhs from the Finlay Mills under the same agency.’ 
Instances can easily be multiplied. Such a method of financing 
is highly questionable. There may be no evil consequences 
when the financial standing of l)oth tlu> mills is very good but 
the interests of the shareholders as well as the larger interests 
of the industry may be seriously prejudiced when the funds of 
fj a concern of a strong finapioial position are employed in financing 
fTcoE^aratl^y^weaker one. Reserves of several w^ell-established 
mills 'EaWin'^ ihis mtmner been frittered away by lending them 
to others newly staited by the same managing agents. When 
the new mills fell under evil days they dragged the old ones to 
iiquidstion along with them. This interlocking of interests often! 
spells ruin even for financially sound concerns which have beenj 
tacked on to weaker sister concerns. ‘ It tends j. so -to perpetu ate 
(jttite wastefully the life of even thoroughly insolvent or unsoun d 
epnoems which in the larger interests of the i ndustry as a 

^ B B ft w w ntrtion to ^ Titriff Boiirt, of tbe Bombay Shatdiddon* Aato- 
eMOBj AaM lltb Jime> IMS. 
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Nvhole should he immediately closed down.* A reference to the 
proce^iugs of the tariff Board of 1927, conducting the cotton 
textile iudnstiy enqniiy’, will show several instances where this 
practice of mixing up the funds of different concerns resulted in 
heavy losses and in the ultimate ruin of the better concerns in 
an attempt to-save the weaker ones. The employment of the 
funds of the New Spinning Mill for financing the Haripur and 
the Ahmcdabad Vepar Uttejak under the same management, the 
'advances in the cases of the Saraspur, Edward and Srinagar 
Mills under the same agents and those in the case of the Whittle 
Mills (Broach), Asarva and Swadeshi Mills (Ahmedabad), Surat 
Industrial Mills, Yiramgram Spinning and Manufacturing Com¬ 
pany, Viramgram Alfred Mills Co., and Eulol Eapadia Mills, all 
under one agency—and the consequent heavy losses and liquida¬ 
tions are matters of record.* The practice is not so rare as was 
supposed by the Tariff Board of 1927 and during the years of 
depression it had tended to grow considerably.* 

The practice is not entirely unknown in Calcutta. There 
are some managing agents who strictly adhere to the principle 
of refraining from lending the funds of one company to others 
under their control and management. In the Martins, for 
instance, there is no such practice. But we have come across 
some cases of Calcutta managing agents who have taken to the 
practice of intci-investing. The most notable instances in this 
connection are those of the India Jute Co., Ltd., and the.Megna 
Mills Co., Ltd., and of the Gourepore Jute Co., Ltd., and the 
Nuddea Jute Mills, Ltd., all in the group which consists of 
Mackinnon Mackensie & Co., Barry & Co., and Mcneill & Co. 
The Summary of Capital and List of Shareholders of the Megna 
Mills on Slst December, 1921, shows that out of all 61,208 shares 
issued 60,000 were held by the India Jute Co., Ltd.* The 
Megna was promoted in 1920 by the managing agents of the 
India Jute and the funds of the latter were invested in its i^iare 
capital. Not only did the India Jute invest in the shares of 
the Megna but it had also been lending to it enormous funds 

1 Atemorandiiin o!* Fpderaiion of Indian Chambers of Oommerce and Industry to 
the Government of India regarding Amendments to Indian Companies* Act, Bee., lOM. 
1^ the Indian Economist, January 7, 1985, p. .898. 

• Indian Tariff Board (Cotton Textile Industry), 1987, ly (Bridenoe), p! 410. 

• Keport of the Indian Tariff Board (Cotton Textile Industry), 3988, p» 65. 

4 Bummaiy of Capdtal and List'd SBtavaholders; Tbe ]ie|rott !Ud.» XStt , 

Becsember, 1981. 



MANXQINQ ^Q^S8T8 IH THE E6lB OF INDUSTRIAL FINANCIEB 165 

ever aince its establishment. On 30tb September, 1922, the 
bonovvings oi the M.egna itom tVie ln&\a 3wte stood at 
Bs. 65,52,000. At one time they touched the enormous figure 
of more than one crore of rupees.^ The shares of the Megna 
considerably depreciated in value, they were being quoted 
a few years ago at Bs. 22>8 per share while the nominal value 
was Bs. 40. It gives an idea of the enormous loss sustained by 
the promoting company which held, still in 1935, 40,540 
ordinary shares in the Megna representing more than 50% of 
its share capital.* 

The Directors’ Beport of the Goure|)ore Company, Ltd., a 
jute concern under Barry & Co., for the half-year ending 31st 
March, 1920, discloses a proposal for the payment of a bonus 
on ordinary capital at the rate of 400% })er annum by fully paid 
shares in the Kuddea Mills, Lhl., under the same inanaging 
agency. Bs. 24 lakhs were thus invested in the Kuddea shares.* 
The balance-sheets of the Gourepore show further investments 
in the 7% mortgage debenture loan of the Nuddea Mills. The 
Gourepore Jute is also found to have invested in the Gourepore 
Electric Supply Company, Ltd., under the same managing 
agency. In 1935 it held in the Electric Company 33,500 
ordinary shares of Bs. 100 each.* 

Another instance is furnished by the Alliance Jute Mills, 
Co., Ltd., which utilised 15 lakhs of nif)ee8 out of the undivided 
profits standing to the credit of its reserve fund in purchasing 
150,000 shares of Bs. 10 each in the capital of the Waverley 
Jute Mills Co., Ltd., under the same managing agents, Begg 
Dunlop & Co.* 

V Cases of inter-investment of funds in other industries are 
I also to be found. There is however, a diflf(!rence with the 
[ Bombay practice for in most of these cases the managing agents 
I were authorised by Special Besolutions of shareholders in general 
I meetings to make these investments. The acquisition of shares 
I in sister, companies under the managing agency by Special 
! Besolutions of shareholders in general meetings is not entirely 


^ See BalftDce-sheete of the India Jute Co., Ltd., and Megna Mills, Ltd., from 
September, .1922, to September, 1986. 

1 Jute Mills Beview oonected up to SOih Sept., 1985. Ed. by H. F. Khandelwal. 

* ProoeedingB of the Ordinary Haif-Tearly Qeneral Meeting of Shareholders held 
OB ;84i June, 199S. 

* ■ BaUnce-idieet of the Gourepore Oo., Ltd., dated 81st March, 1988. 

* Betdih of Allotment on SSth October. 1918, of tho WaTerley Jute Mills, Ltd« 
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uoknown in Bombay and Ahmedabad and, aa far as it goes, is 
to be preferred to direct action on the part of the managing 
agents without the knowledge and previous consent of the 
shareholders. By a resolution of the company in general 
meeting, the Osman Shahi Mills under the agency of Messrs. 
Currimbhoy Ibrahim & Sons, purchased Rs. 12 lakhs worth of 
shares of the Azamjahi Mills under the same agency and the 
Raipur Manufacturing Company took shares of the value of 
Rs. 25 lakhs in the Arvind Mills in the managing agency of which 
its agents were interested. Any wfiy, this is an unsound method 
of linanring and is liable to be abused. Tt is satisfactory to note, 
however, tliat the Indian Companies Amendment Act of 1930 
includes provisions which aim at a restriction of the practice.’ 

Other (hfects of the Managing Agency System of Finance • 

The number of companies under the control of a managing 
agency firm is sometimes so large that the strain on its financial 
resources becciues very great. It becomes impossible on its part 
to meet adequately the demands of the several concerns under its 
management. How heavy the financial strain may be is amply 
illustrated l)y the acquisition by the (hirrimbhoys of the agencies 
of the Mathr.ndas group of Mills in 1923.® The difficulties are 
further accentuated by the entire absence of any practice among 
managing agency firms to work in joint co-operation or in 
syndicates vvbou financing industiy on a large scale. Invest¬ 
ment bankers all over the world have adopted this practice not 
only to solve the problem of financing which may be too big for 
any one of them singly but also to spread out the risks among 
the participants. These are not to be achieved under the Indian 
system of financing by managing agimts. 

Although the most important function of managing agents 
is to render financial assistance to industrial concerns under their 
management, managing agency agreements seldom make it 
obligatory for them to provide this assistance adequately. 
ElaWate provisions arc found in the Articles of Association and 
the agreements themselves which stipulate that the managing 
agents will be entitled to charge and be paid by the compaues 
interest, even with monthly rests, not only for all advances made 

1 Sec. 87 P. 

3 Indian Companies Act. Case for Amendment. Bepresentation of tbe Bombay 
Sbaroholders* Assoedation to Ctoyenunent of India, p. 
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by them but also for those made by the third parties, the 
|•epayment of which may have to be guaranteed by them.* But 
there is no reference to any obligation on their part to provide 
the requisite finance, or to any penalty in case they fail to do so, 
when required, on reasonable terms. The managing agency 
agreement of the Mohini Mills, Ltd., contains a clause to this 
effect. It is provided that the managing agents should remain 
obliged to advance up to Rs. fif),00f» for cariy'ing on the work of 
the mill if necessary at 7 % interest, for which they will have 
the first charge on the movable and immovable property of the 
mill. If they fail to supply the money, they may be dismissed 
by the Directors and may even l^e itspiired to compensate the 
mill company if it has suffered in any way owing to their 
inability to fui'nish the money.“ This forms an exception and 
is not to be met with in the general run of agi'eements. 

The absence of such provisions makes it easy for the 
managing agents to escape from and shirk the responsibilities of 
financing when the concern falls into bad times. In times of 
prosiMMity the funds may lie advanced willingly and readiiy 
enough. But when a crisis envelo|)s the industiw or the parti¬ 
cular concern is badly hit, the managing agents arc either 
unable or unwilling to furnish the (onsiderable amounts of 
money required. There are no doubt many castis where the 
agents have not failed to rise to the height of the occasion and 
have made magnificent sacrifices foj* their concerns. They have 
been known to put their private fortunes at the back of an 
industry and even to mortgage the ornaments of their women¬ 
folk to save it in a crisis. But there are many eases where the 
concerns haye come to grief owing to the inability or unwilling¬ 
ness of managing agents to render necessary assistance. The 
real p oint is t hat the absence o f any provision in ^ the contract 
rend ering it obligatory o n the agents part t^ provi de -adeq uate 
finance and the conseq uent immun ity t hey enj oy on default has 
made the~arrangeSrent entirel y one-sTded an djiig hiy d ei& jmenj aj~ 
to the intefests (ff lTiecbihpanies . JThe agents'enjby alTthe rights 
and emolumsfi^pertaining to their office but are not under any 
contractual obligation to perform the main duty of their office— 


1 Art. 110, ArtirlRB of Asfloriaiinn, Rth Decu^mber, 1990. Tlie Gonropore Elertric 
Supply, Ltd. 

* Cl. 92 of the Managing Agency Agreement, The Mohini Mills, Ltd, 

99-17896 
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^the provision of finance. It is nnfortiinatc that the Indian Com¬ 
panies .Amendment Act of 19.^6 wliich aimed at a reform of the 
managing agency system contained no provision to this effect. 

Trading and speculation hy wnnnging agents is another 
great defect. There are several instances, specially on the 
Bombay side, where the agents <nstaincd considei’able losses in 
share and cotton speculation. The r'onsrHpK'nt deterioration in 
the financial position of managing ag<*nts had undesirable reper¬ 
cussions on the mills themselves. Although the mills themselves 
■were intrinsically sound, bauk'^ withdrew their cash credits 
because the agents had hecome weak. 

Some of the meihods adopled b\ the managing agents in 
financing industry have been highly (|uestionabl(>. Tn a number 
of cases managing agents have turned their loans into debentures 
with the tesuhs that the concerns have passed into their hands 
and the shareholders have lost all their capital invested in them. 
Several instances may be quoted from Bombay. They are not 
unknown in ('alcutta and during the last war-end boom many, 
such cases were heard. Tn the case of a wcll-know'n coal company 
the managing agents converted their loans into debentures and 
ultimately t«M»k posses.sion. 

The maiiaging agene\- system i-endered valuable services to 
|ndian industries in the past. It has been in force in India in 
its present form .tor the last 60 or 70 years and without its help 
the industrial developmeni of the country would never have 
reached its present stage. Finance is the life-blood of industrial 
groudh and that finance has been made available for Indian 
industry through the system. Whenever the industries are in 
need of finance, w lietlier for extensions and replacements ’ of 
machinery or for current expenditure or even for initial block, it 
is the managing agents who have to hirnish it themselves or 
make arrangements for it. The services rendered by managing 
agents in this connection have lieen very aptly compared to those 
rendered by the G-erman banks to national industines.' In 
India where banking has developed on the lines of British com¬ 
mercial banking, wdiich does not sftecially provide for industrial 
finance, industrial developmeut would never have gone even as 
far as its present stage, if the managing agency system had not 
come into being. This system has fostered Indian industries 

* Sea Dr. Nemonyi’a Eyidence. Indian. Central Banking Enqniry Committaa, 
voi. n, p. soa. , ■ ' ■ 
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in a way A’ery similar to the industrial activities of the continental 
banks/ 

But it niust be iidniitted that there has been considerable 
dejfoncration of the niiiiiiiging agents in the present times. The 
good and well-establislied agency firms, whether Indian or Euro¬ 
pean, have retulered itivaliniblo services to Indian industry and 
its devclo])irjeii( ajid may still Ije of gicat advantage. But the 
modern managing agents, with a few e.Kepptions, do not possess 
any of the characteristics of the old c.st.ahlished houses. They 
do not jxtssess the most important characteristic of managing 
agents that of the ability to provide finance for the concerns 
under tlieir control. Their limiterl resources and credit are 
much too inadequate for the purpose. The finance required for 
model'll companies is so enorraoii.s that it is becoming increas¬ 
ingly diliiciilt even for the older houses to assist the companies 
under their nianagemeiit. The burden ha.s been in many 
instances too heavy to bear. The difficulties liave been con¬ 
siderably aggravated by the fact tliat managing agents, unlike 
I myestmenl bankers elsewhere, have refrained from working in 
; syndicates. This, it may be recalled, constitutes one of the 
'gravest defects of the managing agency system of finane-e. The 
holdings of managing agents in the companies under their control 
have considerably diminished and in many instances are insigni¬ 
ficant, A divergence of interest has naturally hceii created 
between the agents and tbiiir concerns. The absence of any 
obligation in the contract to supply finance on the part of the 
managing agents has rendered such a s;. stem ol' financing 
extremely unsteady and unreliable. The close sense of personal 
identity between the managing agent and bis company which 
dominated the older houses and still actuates some of the well- 
established firms might have reduced the importance of this 
shortcoming. But it is fast disappearing and was noticed by the 
Indian Tariff Board as far back as 1932. 

Another quality which made the managing agency system 
so successful in the past was the efficiency f)f tile agents based on 
their exiKirience and technical knowledge. The new fangled 
managing agents have no knowledge of manufacture,—engineer¬ 
ing, technical oi' scientific. They have no expert knowledge of 
purchase nor of sales. Purchase agents are appointed at the cost 

> Dr. Nemenyi'B letter, deted Slet Auguet, 1982. to tbc Indian Tariff Board 
(Cotton TtetUo Indnetry), 1988. Vol. in, p. 817. 
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of the company and sales are entrusted to ignorant wholesale 
agents who again are paid by the company. Ihe yaiious irregu- 
Jarities committed in filing balance-slieets, lists of shareholders, 
extraordinary n*8oIiitions with the Jfegistrars ol Joint-Stock 
Companies arc an illuminating auiimentary on their know-ledge 
of commercial law and training in secretarial w’ork. 

Under the circumstances the financing ol Imlian enierprist^s 
should be made less dependent on the managing agency system 
than before. The juissibilities of forming an organisation should 
be explored for supplying finance to Indian industries, sjwcially 
that p articular form of finance which has been the niost 
imp ortaii l function of the managing agents to piovide— viz., 

I finance during tlie dtw’i^opmeht period aiid foj- extension aml^ 
I reorgamsiitio^” One of the iiiaiii causes of the perpetuation of 
\the managing agency system has been shown to Ik* the policy of 
the Imperial Hank not to lend current finance to industry against 
the hypothecation of liquid assets only but to demand an addi¬ 
tional guarantee from managing agents on the ground that 
hy|X)thecatiou was no security under the Act of 1920. With the 
passing of the Imperial Bank Amendment Act of 1984, the Bank, 
as already noted, has been authoris(>d to lend directly against the 
hypothecation of goods, subject to tlie direction of the C'entral 
^ard. Now that hypothecation is no mere additional collateral 
security as under the old Act, the additional guamntee of manag¬ 
ing agents can be di8{)enscd with by the Inqx'rial Hank and 
following it by other banks as well. One of the main grounds, 
tlierefore, on wliicli the existence of the managing agency system 
has l)cen justified and has been sought to be jierpetunted seems 
to have lost much of its force to-day. 

Hilt it iniisi not- be understood that we are suggesting that steps 
should be taken to end this niaiiaging agency system altogetlier. The 
abuses utid iiialpntutices which hud disfigured the w'orking of the system 
in tlie inter-war period were no doubt aggravated during and after World 
War II. But this was mainly because of the ciummstauced in which 
business was uarried* in wartime and of the general deteriurntion of business 
morality that inevitably follows a great Avar. It is admitted that the 
system has hud its drawbacks but the cure does not lie in the utter 
annihilation of the system. If the provisions of Indian Company Tisw 
were tightened up and the various loopholes under present law through 
which unscrupulous managing agents can abuse their position could he 
sealed up, the system can still serve as a powerful instrument for 
tapping the springs of private enterprise and play a significant rfile in the 
development of industries in India. The Industrial Finance Corporation 
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uf liicliti, wliit'li liavc fulftllcd ouc iniporlanl fuuclioji uf luajjuging 

j|t(unls, tlie 8Uj[»pl>r oi long terui fiJiuiico for devf»|r)|jiijeni, recrjjijuii^;.- 
iioii and luodciiiisution, lias limited reHources and ih puiniuiiig a vt-ry cun- 
servative policy in relatii'ii to industrial linanciiig. lu ilu? circmusiunLLs 
wt.. stn.iigly feel that under the present etanoinic and fiuuiieiid sUiic- 
lure of ihe eounlry the managing agency system should contii]iiL. .anj 
shorn t»l the abuses and uialpriie^ici^h wliieli have been respoiisihie for 
iiiueh of ihe bitterness against the sysleiii, it vould be a dejujidahii- 
factor ill Indian iiidustvial hnaiicing. The Fiscal I’Jin mission and ilie 
Plauiiiiig Coiuiiiissioii were also bitterly critical of this system l.)ul a 
careful perusnl of their reports would lead one to believe that they had 
liever desired lliat llie system slioiild be abolislieil. The Company Law 
Couiinittee eousliluted under a Ooveriiiiient of India Uesolution, dated tli*.* 
281 h October, llido, also considers that it would still he an advaiitagi* to 
(foiHimie to rely <ai the system. In order that the o]»port uni ties tor the 
ciureiil abuses and malpraetiees may be reduced to a ininiiuum the ( urn- 
mil lee has iveomiiji'iided several changes in the i.xisting Indian Company 
Law. 'Jhese changes relate to the (1) apixinlment of managing agents, 
(2) tin? conditions of .seriice oi tiiaiiagiiig agents, (3) the rein in lera lion of 
managing agents and (4) tbt? activities of managiiig agents in regard to 
Jii j 2 |^)wlngs, loans, eoiiiraeis, sales and purchases, etc., made on behalf of 
the managed company. 

'J’he Ciaiiiiiitlee recommends that in future the period of a uianagiug 
ageucy agreement should not exceed 35 years in the hrst instance and 
renewals of I lie agreement should be limited to ]>eriods of lO years. 
is further rec*ommeiah‘il that any renewal, re-up]K>iritment or extension of 
the term of a managing agent .should Hot be luad? ekeept during the last 
24 ijjonths of the agreemtMil due to expire. While it is desirable that 
some restrietioM should he legally imposed on the period of managing 
agency agivement.s. we consider ilial the initial jieriod of 15 years as 
recoinijii'iideil hy the C’ouiiiiillee would hardly provide any incentive to 
managing agents for spending their time and money on a business wliicb 
might require quite a niiniber of \'ears for development. For by that 
time the agents might cease to eontiiiiie as such. From this point of view 
the period of 20 years provided in the Indian Companies (Arneiidmeiit) 
Act 193t5, as the date-line for the termination of agency agreements, 
would have been more desirable. 

It is further recommended that all existing managing agency agree¬ 
ments should be terminated on the 16th August, 1959, unless they expire 
before tliat date. 

As rcigurds (3), the quaJituiii of managing agents* remuneration has been 
recommended lo be fixed ot 12) per cent, of the net annual profits of the 
(.-ornpany, whether such remuneration was paid in respect of his serx’ices 
as managing agents or otherwise, except to the extent to which they will 
be entitled to receive remuneration for such additional services as they 
may render to the managed company. A minimum remuneration of 
Its. 50,000 has been recommended in oases where the company does not 
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dam kkuy or cariiB iiiudecjuate pivilitb. As llii* recouiiiieudutioii 

{joes, it iJot only ruleb out tlio pay'inont of llio tradiiioiiul office allowance 
for iKiunugiii^ iigents l>iit hIho the puyiiiviit oi tuiy comjiiission on pur- 
cliusea uiiii sales on of ilm eoiiijainy . I’lie iiuiiJtiyijig iigtuil should, 

liowever, be reiiiibursed lor all oiii *>1 poelic?! expeiises incui'red by 
him Oil behalf ul ilie euiiipuiiy sihil saiiclioiied bv its directors. 
Where the inanaged eunipaiiy utilises the services ul ilje Jiiaiiaging agent 
by making him a distritmting ajj[ ent in lliosc places where he has his office, 
il will be a distinct advantage to tJie company, and reasciiiable remunera¬ 
tion should lie paid in such cases, 'i'he ..of office allowance and 

of ccJUmissioii lor pui'chases and salt's has been the most prolific souroc 
uf abuses and jieriiaps no oLlier aspect of the managing agency syfit-eiii 
lias been subjected lo more constant and bitter criticisms by represe^' 
ti\ eB oi* shureholdcrs and the general public, and it has been quite properiyj 
sought to be banned. But at the same time it must not be forgotten that 
the munagiiig agents are called upon to assume tremendous business risks 
and the on net annual profits, the limit of remuneration desired to 

be fixed, would hardly attract any enirepirneiir to invest capital in new and 
untried lines oi lmBine.*>s wlieiv profits arise only after prolonged waiting 
and careful nursing. 

'I'he widespread evils that have followed from reckless inter company 
investments have been sought to be eliniinuted by a recommendation to 
amend suitably Section 87F of the Indian Companies* Act as it stands. 
Nut only in {uiure would it be the directors only who will be entitled io 
make such iuve.stmcnts but there would also be restrictions on the manner 
in w'hich such investments may bo made. The limits that the Com¬ 
mittee suggests ishould be placed on sucii investments by the Board of 
Jhrectors are that the amount invested in the shares of any company 
in the parlieuJur group should not exceed 10% of the subscribed capital 
of that comjiany and (2) that the total amount invested in companies 
ill the particular gmuii should not exceed 20% of tlie Subscribed Capital 
of tile investing company. 

Another important recoinmeiidatiou of the Committee relates to the 
amendment of Section 8711 of the present Act which seeks to prohibit a 
managing agent from engaging in any business oji his own account which 
is of the same nature as or directly competes wn'th the business of the 
Company under his management. The loopholes offered by the phrase y 
'*on his own amount** had led to serious abuses and the pro]X)Bed redraft 
of the section w'ould render the section effective.* 


Bee Heport of the Gompeoy Law Goniinittee, lOfivSI. 




CHAPTEK VIJ 


Thk State in the Eole of the iNDusTRUii Financier 

IN India 

A study of industrial finance in India will not lie eomi)lete 
without a reference to the part played hy tJic Slate in the provision 
of financial assistance for the industries of the cfnintry. In the 
beginning of British rule, in India, the industrial policy of the 
Government was buttressed by the Knglish <‘«'ononiie philosophy 
of laissez-faire, and it kept itself aloof from the indigenous 
industries. The Government at home subscribed to the same 
laissez-faire policy and used its influence to see that it was also 
adhered to in the case of India. As late as ItlOfi when an 
Industrial Conference was held at Ootacamund and a special 
officer was appointed by the Madras Government under the 
Director of Industries to control pioneer enterprises, Lord 
Morley promptly disi'Ountenanced these attempts <»f the Govem- 
tnent. He beli«wed that State elTort should Iw strictly limited 
to industrial instruction and should avoid all semblance of a 
commercial venture.' Tiord Crew who followed him as Secretary 
of State entertained the same lielief as i-egards the futility of 
State trading on commercial lines but he had no objetdion to tin' 
purchase and maintenance of exjierimental ])lant by the Govern¬ 
ment. He was prepared to sanction the establishment of ti 
Department of Industries. But even after Lord Crew’s 
despatch the Government of India could not decide hoiv far they 
would be justified in sanctioning proposals for financial and other 
forms of State-aid to industries. 

In the meantime the First World War broke out and the 
exigencies of the circumstances brought aliout a new orientation 
as to the ideas regarding the relations of Government and indus¬ 
try. Under the enormous stress of the u’ar, the old doctrine of 
laissez-faire broke down. The theory that interference by the 
State in the economic life, of the country was injurious to its 
well-being came to be discarded. Even Great Britain which 


* Da^stdi Ntimber 60, Eermne, dated the SSOih Jnty, imo. 
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was 80 long the citadel of laissez-faire policy adopted an active 
policy of encouraging home industries in varioiis ways In 
India^ the Industrial Commission was appointed in 1916 and 
emphasised in its report the supreme importance of State-aid to 
indigenous industries. Besides suggesting various indirect 
forms in which tlic State could assist and encourage the Indian 
industries, the Commission rt'commended that the State sh> uid 
play a definite part in the financing of the small and cottage 
industries principally and also of the large-scale industries As 
regards the latter, financial assistance rendered by the State, 
they recommended, should take the form of guarantees of divi¬ 
dends, of loans of money, of undertakings to purchase output or 
of suhseri]>tioM to share capital in certain cases tvhere sufficient 
private capital was not forthcoming.’ Circumstances in which 
such assistance might he given by the State should be cases 
where the starting of a new industry or improvement of an 
existing one was required to supply an existing deficiency in the 
interests of national safety, or where a new industry would have 
an important hearing on the (‘eonoraic development of the 
country or wliere the extension of an old industry' to a new 
loeality would benefit lo<’al eonsumers or producers.® Assistance 
to small or cottage industries should take the form of direct 
loans or of furnishing plant on the hire-pur''Iiasc svslem.® 

Before the publication of the re|H»rl of the Industrial Com¬ 
mission, the i Ilf crest which Provincial Governments had taken 
in the indu-strial development of the country was exceedingly 
meagre. A brief account may be given Iiere of the efforts made 
in this direction by the Madras and T'nited Provinces Govern¬ 
ments, As early as 1898 the Deparliuenf of Industries, Madras, 
attempted to pioneer the aluminium industry in India. In that 
year the Government sanctioned exiveriments at the School of 
Arts in wojking np sheet and ingot metal pmenred from the 
British Aluminium Co. In the course of six years a fairly large 
luisiness in aluminium hollow’-ware was developed and at tiie 
end of 1903 the Government thought fhat tlic time had arrived 
w hen private enterprise could he left to carry on the business un¬ 
aided. The government plant and stork were sold to the Indian 
Aluminium Co., for a lump sum which left the Government 

' Heport of iho Indian Tndnatrial Commiaaion (Ullfi-iaiRV n 184 

* Ibid., p. laa 

* Thid., p. 188. 
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with a cleat' profit of Bs. 30,000 on their experiment; The suc¬ 
cess of their 5rst attempt at pioneering led the Madras Govern¬ 
ment to conduct experiment in developing dmnne tanning 
and improved methods of weaving. As regards the chrome 
process of manufacturing leather, the efforts were highly success¬ 
ful. The chrome leather industry is now firmly established in 
India and the pioneering efforts of the Madras Government were 
undoubtedlv responsible for it at least to some extent. The 
capital expenditure of the Government in this connection was 
Rs. 69,696 distributed among land, buildings, machimM-y and 
irnpmvements. In 1910 the Government withdrew from the 
venture and sold the plant to the Rewah State for a sum of 
Rs. 60,000. The Department of Industries also made attempts 
to manufacture pencils and glass hut here they were not so suc¬ 
cessful. In 1914 arrangements were made by the G<ivemment 
to utilise the machineries of the two defunct pencil factories at 
Anakapalle and Bimlipatam. In the same year the Government 
also obtained the factory' and plant of a glass manufacturing 
company which had been started in 1909 with a capital of 
Rs. 2,00,000 but had subsequently gone into liquidation. 

The Government of the United Provinces also took some 
interest in the industrial development of the province. A 
Conference was held at Nainital in 1907 by Sir .Tohn Hewett, the 
Ijieutenant-Govcrnor of the T'nited Provinces. Following the 
recommendations of the Conference, the Government extended 
financial assistance by loans and gi-ants to several concerns, 
especially to sugar factories. The Government, for instance, in 
their letter No. 430. dated 2.6th March, 1912, requested the 
Government of India for permission to sanction a grant of 
Rs. 30,000 to a sugar factory in Pillibhit owned by Raja Rai 
Lalta Prasad Bahadur. It was the first central factory in the 
province instituted and managed by the Indian enterprise. 
Although there had been some losses, the enterprise proved to 
be highly instructive. From the point of view of sugar culti¬ 
vation and also as an object lesson to other sugar manufacturers, 
it was desirable to assist the concern. The proposed grant was 
sanctioned by the Government of India in April, 1912.’ The 
grant was made on the condition that the firm would spend a 

3 Evidence of the Hon'hie Mr. A. W. Pim. Finandel Secretary to the 

t^emment of the United Provinces. Indian Tndnstrial Oommiveion. Minuhte 
FHdenoe, Vol. I* pp. IfT-TS. 
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larger sum in introducing the requisite machiner}' into their 
factory and would be reconstructed under the supervision of the 
sugar engineer. There wss no condition of repayment ^it was 
an out and out grant. In their letter No. 1661, dated the 23rd 
August, 1912, the I'nitcd Provinces Oovcrnnicnt again appi’oach- 
ed the Government of India with a request for sanctioning the 
grant of a loan of Rs. 7 lakljs to another central sugar factory, 
viz., the Bablinanli coneem situated in the Gorakhpur District. 
The proprietors, Me.ssrs. J. Macdonald, G. H. Macdonald and 
Parquhar Mackinnon had apjdiod to the (rovernnionl at lirst for 
a loan of Es. 5 lakhs on the sceurily of the estate. Subsequently 
however, they increased it to a loan of Rs. 7 lakhs. The applica¬ 
tion a])prarc(l to the P. G(ueinnieut to be deserving siip 2 »orl 
inasmuch a.s the growth of such central factories was required to 
secure tJie flow of capital into similar enterprises. The loan was 
sanctioned by the Government of India and fiaid out of the 
provincial loan accoinit. It bore an interest of 5% and was 
repayable by equal yearly instalinents s])rcad over 20 years, 
beginning two years after the grant of the loan.' The concern 
had to pay Es. 20,00() a year jdus interest to the Government. 
It w'as a marked success and the Government wen? paid back their 
money.* A third Ifian of Rs. 5 lakhs was advanced to the 
Tamkahi Sugar Pactorv which had a capital of 10 lakhs on the 
security of landed pj'operty with no government control during 
the period of the loan.* 

In pursuance of the resolutions of the Industrial Conference 
held at Nainital in August, 1907, referred to above, the Govern¬ 
ment of the Pnited Provinces decided to carry on an experiment 
in the cotton seed oil indnstiy at Cawnpore. It was arranged 
with Messrs. Begg Suther’and & Co. of Cawnpore, that the 
Government would meet the cost of the building and the plant 
laid down in flie factory and would pay Es. 500 to the company 
for superrdsion and control during the experimental working. 
The company was to find the funds for the purchase of the raw 
materials and general working expenses. It was also arranged 
that the Bank of Bengal would find the working capital and that 

> Eridenee of the m»i*ble Mr. A. W. Fim, I.C.S., Indian Indnatrial 
Stideneei, Vol. I, p. 179. 

» Evidence of Mr. W. Maxwell—Kammp dovermnent Fknn. Ibid., Jlftnubu of 
Itoidonee (Confidential^, Vol. VI, p. fiO. 

» Evidence of the Hon’ble Mr. H. B. C. Hailey, Diteoter of Land Beootda and 
AgTicDltnre, U.P., Ibid., Vol. VI, p. 91. 
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the Goveminent would make good every six months whatever 
overdraft there might be on the account. The factory, however, 
had to be closed down in February, 1911, in view of the orders 
of the Secretary of State in his Despatch No. 50, dated the 29th 
July, 1910, prohibiting State interference in the way of pioneer¬ 
ing new industries. The total Government expenditure on the 
exj>eriment amounted to Bs. 1,74,011 and the total loss to the 
Government was Bs. 38,919. The Government pioneer venture 
was bouglit by Messrs. Hope Bros, of Cawnp(;rc. The State 
experiment in their hands was rapidly transformed into a sound 
business concern. In 1914, the Government of India was 
approached by the Provincial Government for obtaining sanction 
lo the grant of a loan of Bs. 37,500 to the firm for additional 
capital required by it out of the advance and loan account. The 
interest would be 5% and the security w^ould be a separate first 
mortgage oji the maeliincry to be purchased with the loan and 
tv\o ap[)roved names plu.s a further mortgage on the existing 
buildings, machinery and plant, wbicb w'crc valued at Bs. 88,888 
in the firm’s balance-sheet. The loan was sanctioned by the 
Imperial Government on condition that it would be fully repaid 
with principal and interest wn'tbin 10 years from date. The 
mere promise of Goveniment support in this case bad the 
rem.arkable effect of attracting private capital to this enterprise 
and a group of capitalists undertook to provide further finance up 
lo 6 lakhs of ru])eea if necessary. The concern w^as the Premier 
Oil Mills Company, Ltd.' 

In December, 1915, the Government of the United Provinces 
obtained sanction from tlie Government of India for a loan of 
Bs. 2,000 to the Ferozabad Bangle Makers’ Society provided 
Rs. 3,000 was raised from a District or Central Co-operative 
Bank. The Local Government also approached the Central 
Government for permission to grant a loan of Bs. 20,000 on 
easy terms to Mr. Ishwar Das Varshnei to assist him in estab¬ 
lishing a glass working factory at Bijhoi in the Moradabad 
District.* 

Applications were made from time to time by several 
industries to the Director of Industries for financial assistance. 
One Mr. Bustomjee of Cawnpore applied for a grant or subsidy 

1 Evidence of Mr. A. W. Pim, I.C.8., Indian Industrial Couimissiou, Vol. I. 
pp. 179-78. 

* Ibid; Vol. I, p. 181. 
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of Bs. 5,0(X» to start a factoiy for making paints and varnishes. 
The • application was .subsequently withdrawn. An application 
for a loan of Rs. 7,5(K) was made by the Director of (rorakhpur 
Training h’actoiy, Tjtd., which was devoting sjMJcial attention to 
the production of “patent" leather. .At their meeting ol J4th 
September. 1915, the BoartI of Industries ri?conimended to the 
Gfovernmont that a loan of Rs. .5.000 might l«‘ granted to the 
company inasmiieh as the\ we're undertaking jiioneer work. 
The perfume manufaeiurers of Kamuij, desiinus of forming a 
limited liability eoiri]»iiny, applied to the (Tovernnienl for a 
guarantee of the interf*st on rapiial for the tirst live years. A 
sum of Rs. 5.000 was actually res(>ned in 101.5 foi- aKsistance to 
minor industries sneh as |K‘iieil-making, hutlon-manufacturing, 
etc., and tlu* Direetor of Industries was a'-'ked to work out 
suitable .schemes for tiu- allotnieni of the money. 

7'hc Madras Stale-\id to Indimlries Art, /O*?;.'; 

The Madras (h»vernmoiil was the lirsj provincial govern¬ 
ment to act up to the recoinmendalions of the Indian Industrial 
Commis.sioT) for rcnderin.g State assistance to the imligenou'^ 
industries of the province. Within a few years of the publication 
of the report, the govormnent of Madras brought forward in the 
Legislative C’ouru il a Bill to give State assistance t(» the indu.s- 
tries of th<r T’resideney according to the rcH;oinmendations laid 
down there. The Bill followeil to some extent the lines of 
certain rules of the Mysore* State “ for the grant of loans to 
facilitate agi-ieiiltural and industrial operations and for the 
pnrchn.s(‘ and erection of juachinery."' The fTidustrial (V»m- 
mission had studied the .Mysore liCgislution and must have had 
it in their mind when they recommended financial assistance to 
industries by the State. These rules authori«ed the Mysore 
State to grant loans of money (1) for the purchase and erection 
of machineiw for agricnltural and industrial undertakings, (2) 
for the construction of wells or tanks, of mills, warehouses and 
other stnicturc' necessary for agricnltural and industrial opera¬ 
tions, and f?l) for the provision of raw material, working capital 
or other appliiinces required for the cariying on of industrial 
operations. Loans not exceeding Rs. 1,Ofio might be granted 

> Mysore Government Order No. G. 90fy7-14.'> G. M. 5542-289, deled 2nd 
September, 1918. 
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by the Director of Industries and Commerce. Loans grunted 
for (1) and (3) should ordinarily be subject to a limit of 
Rs. 10,000 and Rs. 5,000 respectively, the rate of interest being 
per uninini. The time allowed for repayment of the loans 
should not exceed .5 yours when they were for industrial piii'|)Oscs 
and 7 years wlien for agricultural pur]>oseK. All loans should he 
recoverabh; as arrears <d' land revenue and no loan should bo 
granted unless tlui value of the security AA’as at least equal to tJie 
amount of the loan. The nature of the security should lie sale¬ 
able interest in lands or other immovable property held In the 
Iwrrower plus the mortgage of the whole plant, niachinoy and 
buildings on the jairehase and erection of which the loan was 
exp<-nded. liislead of olVering sccurily of immovable property 
for a loan to purehas<‘ inaehinery. the applicant might obtain 
the rtajuisite machinery from the Director of Indnstrics on the 
hire-purchase system, provided one-fourth of the value of the 
machinery was deiiosiied. \ special officer of the Department 
of Industries should make a local enquiry and report to the 
Director before any loan could be granted. In smiie important 
respects, tin- Madras Dill was also closely analogous to the legis¬ 
lation enacted iji post-war years in several Empire countries to 
provide for Stale-aid to industry and indeed might have l)eeii 
modelled on the same lines. 

The Dill, entitled the Madras Stato-.\id to Industries Dill, 
was introduced on the 14th November, 1922. by the TTon’ble 
Minister Rai Baliadiir K. V. Nayadu. The Dill was intcnde<l 
to assist the. establishment and development of industries that 
“ had an important bearing on the ecoiiomic d<welopment of 
the province.”' It was passed into law with some amendments 
by the Council on the 20th Deceml>er, 1922. and came into 
operation from 22nd December, 1923. The .Act j)rovided that 
the industries w'bicli would receive aid under it were*:. 

(a) new or nascent industries : 

(b) industries to be newly introduced into areas where 
such industries w'ere undeveloped ; 

(e) cottage industries. 


> Madras Laginblivc Council Proceedings. Third Session, IMS, Vol. 0, p. <16. 
* Olanse 5, Sac. (1) of the Aol. 
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The Local Government under its provisions had the power 
to give aid to an industrial business or enterprise in one or more 
of the following ways’:— 

(а) by granting a loan : 

(б) by guaranteeing a cash credit, overdraft or fixed 
advance with a bank: 

(c) l)y paying a siilisidy for flu* conduct ol research or for 
the purchase of inacbinery; 

(d) by subscribing for shares or debentures: 

(e) by guaranteeing a mininnini relurn on part of the 
capital of a joint-stock company : 

(f) by making a grant on favourable terms of land, 
raw materials, /ire-wood or water, the properly of the Local 
Government. 

It is ludiccahle that the Madras Act had no provision for 
making plant avai'abic for cottage industries on the hire-purchase 
system, which was jnenided for by the Mysore State Kules,* and 
was also one of the most important recommendations of the 
Industrial Commission. It is evident that the hire-purchase 
system is much preferable to the loan system in the case of 
individuals who may not be able to give suflicient security or 
guarantee to Government which is required for the granting of 
the loans. The pljint under the hire-purchase remains the 
projjerty of the Government and no fresh security is therefore 
necessary. It is distressing to find that the Government could 
not accept an amendment made by Hai Bahadur C. V. S. N. 
Raja inserting a provision to that effect.* State-aid in any of 
the above forms might be given to a joint-stock company pro¬ 
vided it was registered in India with a nipee capital, a minimum 
number or proportion of the members of the Board of Directors 
were Indians and it made arrangements for the training of 
apprentices as prescribed by the Government.* As regards the 
amount of the loan, it was originally enacted that it should not 
exceed 60% of the net value or assets of the industrial business 
or enterprise after deducting existing encumbrances.® Every 
loan granted under this Act was to be secured by a mortgage or 

1 ChiiMc 6. 

> Knle 12. 

9 Madrasi liegislativii Council Proccedinf^s, Vol. 10. pp. 1060-61. 

* Clause 5, Section (2). 

* Clause 0. 
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floating charge upon the whole of the assets of the business or 
enterprise/ Where the amount of the loan granted was Rs. 2 
lakhs or over, the Local Govemment were to ensure such 
control as would be sufficient to safeguard their interests by 
appointment of Government directors or other\Yise." The 
duration of the loan which waf. repayable by instalments should 
not exceed a period of 20 years unless the Local Govcninienl 
extended the same.’ Where a loan had been applied for or 
where it was granted, the applicant or the grantee, as the case 
niight be, should he hound (a) to comply with any general or 
special order of the Local Government relative to the inspection 
of the premises, buildings, or plain or stoc'k in hand of the 
indnstrial htisiness or enterprise, (b) to ])ormit the inspection of 
all accounts relative to it, (c) to furnish full returns of all 
products manufactured, or sold both ns regaids description and 
quantity, (d) to maintain such special accounts or to furnish 
such statements as the Tjocal Government might from time to 
time require, and (e) to submit the accounts to such audit as the 
Local Goveriunent might prescribe.^ 

TIio other forms of State-aid under the provisions of the 
Act, viz., guarantee of cash credits, overdrafts or fixed advances 
with a bank were to lie given in the same manner ns the grant 
of a loan. As for Government snhserifdion of shares and 
debentures or guarantee of a minimum return of an industrial 
business, it was enacted that for all shares subscribed by the 
Government, there mnst be taken up and fully paid for not leas 
than an equal number of shares and that for all capital on which 
a return was guaranteed, there should be paid up not less than 
an equal amount of capital which carried no guarantee.* 

In the case of an application for a loan exceeding Rs. 60,000. 
or any other case when considered necessarY\ a notice should be. 
published in the prescribed manner calling upon any person 
who objected to the grant of the aid applied for to state his 
objections so that such objections might be he.ard and necessary 
enquiries be made.* Applications for State assistance were to 
be placed before a Board of Industries on whose recommendation 

> ClMW 10. 

* Claune Id. 

* Clause 18. Bees. (1) and (2) 

^ Clanae 11. 

■ Clause 18. 

* Clans# 8. 
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th. TnP«l rTovernment wouW sanction the loans. The Boar.1 
the Local Go e j,., j,, 

rTho^ noT MO. (tan —rf (. Oo«, 

offic/a7.«. 77je Madras Chamber of Commerce, the South hidu, 
Chamber of Commerce, the Trnde Ms(umit,ou were 

empoweivd to elect one wcinlyer eaeh and the Miuh'im Leffishitive 
Council two mcmheiv to the TU^ard. The Director ol fiu1uatiic'‘ 
and the Secretary to the (toveniwenf of Miulraa, Finance 
Departin(>iif, to Ik* r.r-fi^cio inciiilKTs of the Hoard.' The 

functions of the Board were to he purely .’uhisorv, thouffh tlieii- 
advice would necessarily carry weifjlil. 'Phe industrial 

business which received State-aid should lua ))My any dividend 
or distribute or take any profits in excess of such a percentage 
rate on the amount of its capital as might he fixed by th<' 
Government from time to time. The halariee of the profits 
after setting aside proper amounts for depreciation and for the 
payment of intiTcst cm debentures should be carried to a reserve 
fund to be utilised in the maimer Government might approve. 
This section was drawn up keeping in view the provisions of the 
rules passed at that time by the Board of Trade in England 
in order to guide the grants m.adc by the flovernmenl to the 
British Dyes. Ltd.* 

As regards the recovery of the money due to the Government 
under this Act, it was laid down that all arrears of moneys 
including any interest and costs might be recovered from the 
person aided and his surety as if they w^ere arrears of land 
revenue." The interest charged on the loans granted under the 
Act must be at least one-half per cent, more than the rate at 
which the Madras Government last borrowed for the provincial 
loan account. Tt has actually varied between 6J% and 7J%. 

The securities on which loans are advanced are carefully tested 
and the full value of the loans advanced is intended to be 
secured. The valuation is conducted by the Industries Depart¬ 
ment which is sometimes assisted by the Revenue Department.* 

The first meeting of the Statutory' Board of Industries 
flonsidei^ seven applications for State-aid. Only two nut of 
these seven applications w'cre recommended by the Board, viz.. 


1 Clause S. 

^ Madras Legislntiva CounoSl Proeeedinga, 1099. Vol. 0, p. AdS. 
3 Clause 18. 

* PioeeadiiigB of tha Fifth Industries Couference, 1088. pp. 11, M, 



THIS STATE IN THE ItOLE OF THE INDUSTBlAJj FINANOIBB 183 

one from Messrs. Muppama Somaraju and VeerjUj Silk Cloth 
Manufacturers, for a loan of Rs. 60,000 to develop their factory, 
and another from Messrs. Kelkar Bros., Managing Agents of 
Cahara Rice and Saw Mills, Ltd. (Coondapur), for a loan of 
Rs. 10,000 to purchase certain machineries. In the first case 
the entire amount was sanctioned by the Government and 
in the second case, only Rs. 9,000 was sanctioned according 
to the Board's recomnieiidation as the net assets of the company 
were not ade(|iiate for a larger loan. The loans were disbursed 
on the 23rd December, 1924 and 31st March, 1926, respectively.' 

In the next year the Board ex>nsidered nine applications. 
Among these, there was an application from the Carnatic Paper 
Mills, Ltd., for a loan of Rs. t lakhs .and also for a guarantee of 
overdraft or fixed advance with a bank of 2 laklis of rupees. The 
loan was recommended and the Government sanctioned and 
disbursed it on the 14th March, 1925. As regards the guarantee 
of the overdraft the company failed to convince the Government 
that if it was guaranteed, the company would lx; able to finance 
the development of the concern. The Government further 
sanctioned a loan of Rs. 6,000 for establishing a small cotton 
ginnery in North Arcot District and a loan of Rs. 18,600 to thfe 
Kalla Kurichi Scxjiety which .applied for Rs. 25,000 under section 
6 (a) of the Act to develop rice hulling and sugarcane cnishing.® 
During the year ended 31st March, 1926, the Board recom¬ 
mended to the Government two applications from the Carnatic 
Paper Mills for further loans of Rs. 50,000 and Rs. 3,60,000. 
The Government sanctioned Rs. .30,000 in the first instance 
during the year and Rs. 20,000 aft(?rwards in the h(;ginning of 
the next financial year. The Government had allotted Rs. 4 
lakhs in the Budget for 1925-26 under the heading “ advances 
under sjoecial loans, the State-aid to Industries Act.” Only 
3 loans amounting to Rs. 53,600 -were disbursed during the year 
and the balance was resumed by Government towards the closh 
of the year. From the date on which the Act came into force 
up to the year ended 31st March, 1926, six loans totalling 
Rs. 6,18,200 were sanctioned and disbursed. The Carnatic 
Paper Mills alone were granted Rs. 4,30,000 out of this amount. 
The Carnatic Paper Mills received a further loan of Rs. 9,000 

1 Repotli of tho Departmant of Industries, Msdrps, p. 7. Also Bcfiort for 
the yeor 1906, p. . 6. 

• "Of the Department of‘'lndnitnefe.A’^adT|s^:199d. 

04-1789 B. 
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on the 29tb March, 1927. In August, 1926, the Government 
had also guaranteed nn overdraft for the company with the 
Imperial Bank amounting to Bs. 1,34,469-8-4.^ 

An amount of Bs. 4 lakhs was again provided in the Budget 
for the year 1926-27 for the purpose of loans under the State-Aid 
to Industries Act but only two loans totalling Bs. 29,000 were 
disbursed during that period. 

In the year ending Olst March, 1928, two loans were 
sanctioned by the Government, one for Bs. 10,000 to Salem Dye 
Works which was recommended in the previous year, and the 
other for Bs. 11,000 to zaminders of Belgaum for developing 
their pyrotechnic match factory. They were disbursed on 26th 
November, 1928 and 18th July, 1928, respectively.® 

During the year 1929, out of a total amount of Bs. 4 lakhs 
sanctioned in the Budget, Bs. 1,71,842-5-4 only was disbursed, 
Bs. 21,000 being the amount loaned out to new concerns.* 

Bi the folIoAving year the Board considered 8 applications. 
Of these the most important was from E. S. Sankaram Pillai 
tear a loan of Bs. 10,000 to establish a tobacco re-drying factory. 
It was recommended by the Board and also sanctioned by the 
Qovemnient. But the applicant subsequently informed the 
Government that he was not prepared to avail himself of it. 
Another application for a loan of Bs. 7,500 from Tanjore Tile 
Works was adjourned for further consideration. It was Inter on 
recommended that Bs. 4,250 might lie advanced to the concern 
and this was sanctioned by the Government.* 

During 1931, 17 applications were considered of which 10 
were rejected. A loan of Bs. 750 was granted to Mr. 
L. Nanjudaswami to work up his silk reeling concern. Loans 
were also sanctioned to two toy manufactories to develop the toy 
industry.* 

ITp to Slst March, 1933, the Board of Industries considered 
77 applications for loans of which those from 14 concerns were 
granted. The loans actually disbursed were 15 in number 
involving an aggregate amount of Bs. 8,27,415-8-0.* Of this, 
Bs. 6,49,215-8-0 was advanced to the Carnatic Paper Mills, 


> Keport of ttie Dopftrtnent of Tndaetries, Madrss, 1027, p. 4. 


2 

Ibid.. 

1099, p. 3. 

3 

Ibid., 

1990, pp. 0 , 109. 

♦ 

Mdu 

1080 and 1981, pp. 8. 4, 

5 

Ibid,. 

1981, pp. ' 


.• Proetediligt of Aa FiHi Indaitriet Conferonev, .Tnljr, ]988» f .* II, 1 
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Ltd., alone. The balance was distributed among other bqai* 
nesses, the largest amount loaned to such enterprises being 
Bs. 50,000 to Messrs. Muppama Somraju and Veeiju to 
develop a silk factory and the smallest being Rs. 500 to the 
proprietors of Ram Ram Safety Match Factory.’ We give 
below a statement showing the nature of industry assisted and 
the amount of financial assistance granted in each case.^:— 


Rs. As. P. 


]. 

Paper Mills 

6,49,215 

8 

0 

2. 

Silk Factory 

50,000 

0 

0 

!l. 

Muteb Factory 

20,000 

8 

0 

4. 

on Mill ... 

40,(MN> 

0 

0 


All .Liid'jsina] ('o-operative Society carrying 
on rice milling, gi'oundiiiit decorticating, 
etc. ... ... ... 

18,000 

0 

0 

6 . 

Pyrotechinc ^ruich Faciory 

11,000 

0 

0 

7. 

Dye Works 

10,000 

0 

0 

8 . 

Metal Industry 

8,000 

0 

0 

9. 

Saw Mills 

9.000 

0 

0 

10. 

Cotton Ginneiw 

5,000 

0 

0 

11 

Tile Factory 

4,250 

0 

0 

12. 

Silk Keeling Concern ... .i^ 

750 

0 

0 

13. 

Toy Manufacturer 

500 

(» 

0 

14. 

Allotlier Mutch Factory 

.'500 

0 

0 


From an examination of the affairs of the industrial 
concerns which received State-aid under the terms of the 
Madras Act, it cannot be claimed that the results have fulfilled 
expectations. The Act has been in force for nearly two deeades 
but there is hardly any indication that it has stimulated the 
economic development of the province to any appreciable extent/ 
Most of the omnpanies to which financial assistance was given 
have not been able to repay the instalments of the loans .as 
required under the provisions of the Act. They failed to show 
any profits and most of them have closed down. The Carnatic 


1 Report of the Madras Provincial Banking Enquiry Oommitteoc 1081, pp. 181-88. 
> Proceedings of il^e Fifth Industries Conference, 1033. p. 13. 

’ State Action in reeficei of tndHMlrif.it, 1008-35, p. 30. (Published by the 

fiovemment of India.) « 
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I^per Mills, Ltd., wliicli obtained the bulk of the advances under 
^e' Act was a failure. They were unable to clear the overdraft 
<ndiicli the Government had guaranteed with the Imperial Bank 
'the due date and the Government had to tiiiat the whole 
amount as loans. 'J'bey could not meet their liabilities to the 
Ctovemment and had to be taken over on the lOth December, 
1928. Orders were passed by the High (’ourt foi' tby compulsory 
winding up of tbc company. An official liquidator uas up})ointed 
and the concern was sold to a new company doaU'd under the 
name of Andhra l*a[K'r Mills. The Govermnent received Rs. 4 
lakhs from them and bad to write ofl‘ Rs. 8,86,428 of the loan 
and interest outstanding. The affairs of the Kanara Rice and 
Saw Mills, Ltd., were also luA satisfactory. ].)uring 1925-20 
the firm incurred a net loss of Rs. 8,659-11-8. It failed to pay 
the 2nd, 8rd and 4th instalments of the loan granted by the 
Government. It was closed down in 1928 and the Collector was 
asked to collect the entire sum due. Before the confirmatimi 
of the sale the managing agents paid almost the entire out- 
standing liabilities to the (lovornment and the balance has since 
been collected. The Andal Mills at Gudiyattam sustained a loss 
of about Rs. 8,(K)0 during the year ending 81st March, .1928. 
Failing to pay the second instalment of their debts, the 
proprietors prayed for a postponement by one year of the n*- 
payment of the instalment but the ))rayer wiis not granted. 
The Collector was asked to take steps to collect the dues. Rs. 800 
was realised out of the sale of the concern and out of the balance 
still due to the Government Rs. 1,713 had to be written off.‘ 
The Bellary Match Pactoiy of Mr. M. M. Ramanna w'hich 
was granted a loan of Rs. 20,000 was not a success. It did not 
wqrit^ucK during the year 1928-29. In the next year a fire 
brpke out and damaged the machinery. A dispute arose'between 

proprietor of the concern and the Insurance Company .as. .to 
the Amount of the damage. The Government decided to sell tiie 
concern to realise the loon granted to it. The machinery, when 
sold, fetched only Rs. 4,500. The Salem Dye Works stopped 
vvorking shortly afterwards it received the loan on the plea of 
hardness of water and did not resume work. In the case of 
the Parvatipur Industries, Parvatipuram, there was a net loss of 
Rs. 1,391-1-4 during the year 1930-31. The only concern which 

* Beport of the Dqtertment of Tndaitries, Madru, 1081, p. «. Alto Beport, UW7, 
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may be said to be truly successful is the Srilakshmi Silk Factory 
of Messrs. Muppama - Somaraju and Veerju, Feddupuram. It 
always repaid the instalment by the due date and by 1931 repaid 
almost the entire outstandings. The Pyrotechnic Match Factory 
appeared to have been working satisfactorily at the outset and 
during the year ending 31st December, 1928, it earned 
Bs. 2,733-11-5 as net profit. But in more recent years it lias 
failed to show any profits.* The Bamkrishna Sugar Mills, 
which was recently assisted, also sustained a loss of Bs. 33,940.* 
It is abundantly clear that the faisition of the majority of .the 
concerns assisted under this Act was far from satisfactory. 
The cottage and small industrialists found it extremely difficult 
to avail themselves of the facilities of State-aid under the Act. 
They could not ordinarily show assets double the amount of the 
loan applied for nor could they be expected to show detailed 
accounts on the lines required by Section II of the Act and 
Buies 10 and 17 of the Buies framed under the Act. A cottage 
worker applying for a small loan cannot reasonably b<^ expect^ 
to incur the expense of employing a clerk or accountant to 
maintain the registers and accounts re.quired or to incur the 
expense involved in the audit of such accounts by certified 
auditors. The Director of Industries in his Beport of 1927, 
pointed out the desirability of exempting such concerns from 
the operation of the Act. During the year 1930-31 the question 
of simplifying the formalities connected with the rules was 
examined with a view to making it possible for the Act to become 
more readily available to the cottage industries. The Govern¬ 
ment amended Buie 24 (d) of the Buies framed under the Act 
whereby an entei 7 )ri 8 e with assets not exceeding Bs. 600 was 
exempted from insuring the projxjrties mortgaged to Government 
against loss or damage by fire. A small conceih whose capital 
outlay did not exceed Bs. 1,000 was also exempted from pay¬ 
ment of a stamp duty on mortgage deeds securing repayment of 
a loan under the Act. A scheme for the supply of textile 
appliances was also sanctione.d in 1932 but the results were 
disappointing.* 

The Public Accounts Committee in 1936, expressing the 
view that the Act had failed to achieve the objects for which 


1 Vneaediags of the Fifth Tndagtries Conference, 1988, pp. IS-U. 
I * Beport of the Department of Ihdnatriea, Medtaa, 1987^ p. 81.. 

* State Aotfbn fn reepeet o/ fndertrin, 1988-88, op. eit, p. 89. 
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H -wbb introduced, I'ccoimnended its a men d m ent so thaii tbc 
Oovemment’s policy in the sphere of industrial finance mi^t 
be rendered more effective. The Act was accordingly amended 
in December, 193(5. Clause ‘2 (1) of the Amended Art prodded 
for the grant of aid to old and established industries in addition 
to new and nascent industries. Stn;. 9 of the original Act was 
also amended. TIjc limit of the loan whitJi might l)e granted 
was fixed in all cases at 50% of tlie value of the assets of the 
business plus the vahM? of the other property if any, offered as 
collateral. Cottage industries were re-defined as those “carried 
on by workers in their own homes as distinct from those carried 
on in factories.” The (lovernment will now be able to assist 
cottage industries oven tboiigh the middlemen may stand to 
benefit.* 

The Bihar and Orimi Stale-Aid to Indinttricn Art, 10:23 : 

The Bihar and (Jrissii State-Aid to Industries Bill patternMl 
after the Madras Act was introduced in the Legislative Council 
by the Hon’ble K. B. H. M. Fakhruddin on the 13th July, 1923, 
and was passed in the same year. Tlie object was to regulate 
the giving of the most common forms of State-aid to industries 
in order that the principles on which such loans should be given 
might bo well defined.* The provisions regulating the grant of 
long-term finance to suitable industrial enterprises like those of 
the Madras Act include direct advances at low rates pf interest^ 
lower than any charged by a bank or any other finaneier, 
subscription to shares or debentures, guaranteeing of cash credits 
with banks and of a minimum return on the whole or part of a 
joint-stock company’s capital. As regards the subscription lev 
shares or debentures, it is provided that for all shares and 
debentures taken by the Government, at least an equal amount 
must be subscribed for by the public (Section 16). In addition 
to all these, the Act provides for the supply of machinery 
on hire-purchase basis, a feature which, we noticed, was 
absent in the case of the Madras Act.* No machinery should 
l)e supplied on the hire-purchase system unless the applicant 
deposits with ■ the Director of Industries at least 20% of the 

I Hoport of the Departinent of Tndiistriofl. Madian. 1087. p. fi. 

* Bihar and Orisia Lef^ilative Council ProceedingB. 1028, Vol. 8, pp- 88-80. 

’ The Bihar and Oriasa State-Aid to IndnstrieB Act, 1028, Sec. 4. 



THE STATE IN THE b6lE OP THE INDUSTRIAL PINANCIEB 189 

iQOst of the machinery. The Government should be protected 
against the total or partial loss of such machinery from risk or 
any other cause by means of an insurancey a mortgage on 
immovable property, the [lersonal guarantee of one or more 
persons or in any other manner. ‘ Whenever the application for 
State-aid in any of the above forms exceeds Rs. 10,000, the 
Director of Industries has to advertise it in the Local Official 
Gazette in its three successive issues with a view to inviting any 
possible objection.® He also cannot sanction it without the 
concurrence of a majority of the members of the Board of 
Industries. Money is advanced on the security of land, plant 
and machinery of an industrial concern at an interest rate of 
6 ^% and the maximum period over which repayment of loans 
can be spread is 20 years.* Every loan granted to an industry 
should be secured by a mortgage or floating charge upon the 
whole of the ass(ds of such industry subject to any encumbrances 
existing at the time Avhen the loan is granted and by such 
(‘ollateral security as the Government may require (Section 10). 
No loan or guarantee of a cash credit will be given exceeding 
in amount seventy per cent, of the net value of the assets of an 
industry after deducting the value of all prior encumbrances. 
Whenever the amount or value of the State-aid is two lakhs of 
rupees or more, the Government should obtain control over the 
conduct of industry by appointing diree.tors or otheru'ise.* It 
is evident from Sections (4) and (5) of the Act that the terms 
are broad enough to include all kinds of industries. But it can¬ 
not lend to old established industries unless they are being 
started in a new area. The Act does not forbid the grant of 
short-term loans but such loans are not granted. 

Applications for State-aid must be made to the Director 
of Industries in prescribed forms. Fullest information is 
required to be given as regards the security for any loan or 
advance. Details as to the financial resources of the applicant, 
the assets and revenues which will be available as security for 
it and particulars of any existing charges on it as well as any 
debts owned by the applicant should be furnished. Balance- 

1 The Bib»r an^ OrisRa Btate-Aid to InrlnRines Art, 192B, BnleR 19 and 14. 

> Ibid,, Rule 4. See also Sec. 7 (8) of tbe Act. 

* The question of reduciofr the rate of interest from 6) per cent, to 8 per cent, has 
raoently engaged tbe attention of tbe Board of IndiistricR. (Seo Annual Report. lOaft-37- 
p. SS.'t 

4 Section 10 of thq Act, 
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sod pro6t and loss accounts where such exist certified bj 
an auditor entitled to audit accounts of companies under 
lodittn Compaaies Act, 1913, should be attached. In the event 
of the applicant beinf^ a company, a copy of the prospectus and 
memor andum an d articles of association should also be attached. 
Information should also be given as to the collateral security 
offered. The application should be sent with a covering letter, 
explaining the prosjiects and facilities available for the develop¬ 
ment of the industry, the nature of the process to be utilised, the 
staff to be employed and the history of the industry from its 
inception up to tlte date of application.* 

During the first year of the operation of the Act, the 
Statutory Board of Industries received for consideration 11 
applications for State-assistance. Of these the most important 
was an application from the Indian Steel Wire Products, Ltd., 
requesting the Government to take up debentures in the company. 
The Board recommended the application and the Government 
decided to take up debentures to the extent of rupees 6 lakhs, 
the conditions being that the company should write down its 
assets and share capital by .50%. Tbe application of the Puri 
Match Industries Company, Ltd., for the supply of match 
machineries on the hire-purchase system was also granted, and 
the supply of maehinerj' up to the value of Rs. 5,000 was 
approved of by tbe Board and sanctioned by the Director of 
Industries. There were two applications for Government 
guarantee of cash credits. One from the Vishwakarma Mills. 
Ltd., Dighaghat, for Bs. 75,000 and the other from tlie 
proprietors of a rice hulling plant. The Government arr ang ed 
a cash credit in favour of the Vishwakarma Mills, Ltd., with 
the Imperial Bank under its guarantee. The latter was also 
sanctioned but not drawn upon. The total amount actually 
paid out in loans and under the hire-purchase system before the 
close of tbe year 1024-2.5 was Bs. 5,03,.534, and of this, the 
Indian Bteel Wire Products obtained Bs, 5 lakhs.* 

During the next year 11025-26), the second year of the 
operation of the Act, 1.3 applications were considered by the 
Board. The Government granted an application from the 


« Tl» Bihar and Oriaaa State-Aid to Tndnstty. Bnlea, 1»88. Bulletin form No. 18, 
Department of Indnttries. Bihar and Orissa, pp. 6-7 (Fornis V and B). 

9 Annual Heport of the Department of Industries, Bihar and Orissa, 1M4-95; 
pp. 83-8d. '' * 
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Proprietor of a canning business for a loan of Rs. 40,000 to 
develop his fruit canning factory at Muzalfarpur and also 
another from Bai Sahib B. Lai for the supply of button-making 
machinery worth Rs. 9,600 on the hire-purchase system.' 

There were some important applications for cash credits 
during the year. Messrs. Baldeo Das Narayan Das wanted u 
guarantee of cash credit of Rs. 2 lakhs for installing an adequate 
steampower plant in the Shibagauri Flour Mill at Bhagalpur. 
The Government arranged for it with the Imperial Bank but 
difficulties arose in connection with the working of the cash credit 
with the Bank. The latter n'fnsed to supervise the debtor’s 
operations on the credit so long as the stocks were not hypothe¬ 
cated to it. The fixed assets were already mortgaged to the 
Government for the purposes of the guarantee and the hypothe¬ 
cation of its current assets in addition to the Bank would have 
crippled its power of raising any further finance. Hence the 
sanctioned credit was not actually availed of. The same 
difficulty arose in the case of a cash credit of 1 lakh of rupees 
applied for by Messrs. Jaipaldas Jitaldas and the cash credit 
was not availed of by them." The third application was the one 
from Messrs. L. D. Brothers who wanted a credit of Rs. 50,000 
on the security of landed property. It was referred to the 
Allahabad Bank to see if it were possible to arrange a cash 
credit with a bank without Government guarantee on the 
securities offered. 

During the year 1927-28, there were 16 applications for 
consideration before the Board. The following were sanctioned 
by the Government:— 

(1) A loan of Bs. 5,000 to a factory manufacturing hand 
hammer shafts.- 

(2) A loan of Rs. 6,000 to a factory grinding .optical len^s. 

0) Rs. 32,000 worth of rice mill ihachineiy on the hire- ¬ 
purchase system of which machinery worth Bs. 7,000 was! 
wanted at first. ; 

(4) Rs. ■5,000 worth of wood-working machinery. 

The Board considered 16 applications during. 1928-29. 
An oil expeller costing up to Rs. 7*000 for Mi Ahmad of Tehta 

> Annual Beport of tiho Department of Indnetriee, Bibar end Onsea, . 

> flee Government Besoliition on tbe Annnal Beport .of the Departments of. 
Tndnetries, Bibar and Orieaa, 1925-90. pp. 4-0, 

26—1709 B. 
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of the owoe of a ... i«>»mes». Jn the of he 

nert mr (lH-'mO) tk iomI ndvanm wm Re. 24,649, 

next jrm {i - hosiery. 

• to, ,,pi.lto.ftoi» ivere roiisM^ by the 

BoaftJ, /our o/ iWiW/ u err from ihe previous year. Six 0 / them 
were rejected. Most of the rejected apphentions were irom tAe 
existing^ businesses for rush rredit to lido over the difficult times. 
The total value applied for including tfasJi credit, loan and hire- 
purchase was Rs. 115,000 of which only Rs. 10,000 was allowed, 
distributed as follows®:— 


(1) A loan of Rs. 1,.500 for an ink manufacturing Imsiness. 

(2) Wood-working machinery- worth Rs. 4,500. 

(3) An oil engine worth Rs. 2,000. 

(4) An Atia mill uorth Rs. 2,000. 

The year 1931-32 was a year of iinpw'cedented depression 
in trade and industry and for the first time since the passage of 
the State-Aid to Industries .Act in Bihar and Orissa no provision 
could be made in the Budget for State-aid*. In the next year 
(.1932-33) also, no such provision could be made in the 
Budget.* After a lapse of five years provision could be made in 
the Budget of 1936-37 for advancing loans to small industrialists 
not exceeding Rs. 500 in smy one case.’ The Act had become 
virtually inoperative during this p'riod. 

Tn his evidence before the Bihar and Orissa Banking 
Enqtiiry Committee, the Director of Industries stated that alto¬ 
gether 98 applications for State-aid from 33 different industries 
were received by the Government. The gross value of these 
applications amounted to nearly Rs. 39 lakhs. Of these, 19 
applications were for loans, the value of which was Rs. 5,84,750. 
Only two were sanctioned, the value thereof being Rs. 46,000. 
Applications for the taking of debentures by the Government 
WOTB two in number, of which one was sanctioned, the value 


. . . . . . 

, r X He did not avail himself of it. 

> Report of the Department of Industries, Bihar and Orissa, 1080-81, p. 8. 

^ Qovemment Besolntion on the Annual Report of the DIzector of Industries* 
Bihar and Orissa, lOSl-83. 

4 Government Resolution on the Annual Report of the Director of Indnstries, 
Jliliar and Orissa, 1088*88. 

4 Annnal Bephrt of the Director of Riduitries* Bihar' for 1086-87< p. 08. 
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being Es. 5,00,000. There were 21 applications for cash credit 
of which 7 were sanctioned involving Rs. 4,13,000, the amount 
actually guaranteed being Rs. 80,000. The number of applica¬ 
tions for machinery on the hii’e-purchase system was the largest, 
viz., 65. Only 27 were granted and the amount actually paid by 
the Government was Rs. 1,88,859. Thus out of 98 applications, 
37 were sanctioned, the total value thereof being over Rs. 13 
lakhs.* The total amount actually given out as State-aid since 
the passing of the Act up to 1933, amounted to Rs. 7,91,000 of 
w'hich Rs. 3,79,000 was realised while Rs. 3,80,000 was definitely 
a.scertained as bad debts and Rs. 97,000 was still outstanding." 

The history of the working of the State-Aid to Industries 
.\ct in Bihar and Orissa is almost as unhappy as in Madras. 
The perusal of the rp])ort of the Director of Industries, 1930-31, 
makes melancholy mading. It discloses the lamentable fact 
that no ent(>r|)rise aided lietwe»*n 1924-28 exec])ting one was 
surviving in the hands of the origiiml owners. Most of the aided 
industries could ru)t make aiiv ])rofit and were unable to jaiy 
their debts to tin* (lovcminent according to the terms of the 
Act. Of the nearly 8 lakhs of rupees advanced, as already noted, 
only 3 lakhs were I'epaid and an e<|ual sum had to be written off 
as irref?overahlc. The Government of Bihar and Orissa heavily 
financed the Indian Steel Wiix* Products, Ltd., just as the 
Madras Government had done in the case of the Caniatic Paper 
Mills. Five lakhs out of the eight advanced under the Act went 
to this single company. As ejirly as 1927 the company declared 
its inability to carry on its business. The trustees took over its 
property in accordance with the terras of the debenture deed and 
the concern was sold to Mr. Tndra Singh of Jamshedpur. The 
Government received only Rs. 2,30,672 against the five lakhs 
advanced, the loss amcjunting to Rs. 2,69,328.* The Puri Match 
Factory paid the first instalment but could not pay the one due 
on February, 1929. Its conneettion with the Government ceased 
in 1930-31, the net loss being Rs. 1,574-3-4. The Tishwakarma 
Mills stopped working and went into liquidation. The fniit- 
canniug factory at Muzaffarpur was unable to pay its instalments 

1 Bihar and Orissa Provincial Banking Enquiry Coinmitieo, Vol. 11 (Evidences), 

p. 212. 

> Government Resolution on the Annual Report of the Dir^or of Induetries, 
Bihar and OiiM, for 1982-88. Also Proceedings of the Fifth Industries Oonfeienoe. 
1988. p. 19. 

s Annual Report of the Director of Industries, Bihar and Orissa, 1928-29, p. 81. 
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and the aid was withdrawn. The Rice Mill at Tehta also 
defaulted. The Joss over tlie tran.saction amounted to Rs. 9,504 
which was written off.' The eoneerns manufacturing buttons 
and hammer handles also «lelaiilte<l in repayments.* A sum 
of Rs. 30,000 was practicailv lo.st on ii eoinhined enterprise for 
rice-milling and oil lomulrv work, as tin* security on whirl) 
the loan wm ffnmicd provnl uustihibk pxcq)t sit ruinous 
saorihce. The scbowc of .•ulv.mring under the hire-purcha^ of 
machinery system .also jH'oved disiip|K)inling ant tie n 
Department hecnme a “ mnseinn of obsolete machineries. 


The BentjaJ State-Aid to hidiitilrirs Art, tlt-'il : 

Tn Bengal there was no legal provision for State-aid to 
industries till 19.31. The State-Aid to Tndnstries Art was f)nss(‘d 
in Bengal on the‘23rd July, 1981. A Board of Industries was 
created under its ])roviRions and it wiis intended that the 
Board should bo “ an ex])crt, workable .and efficient Iwd)’ limited 
to a small number of gentlemen interested in the province .and 
capable of taking resjwnsibh? .action.”^ The Board was to 
consist of the Director of fndnstries, two members of th(‘ 
Legislative Council, one member each elected by the Bengal 
Chamber of Commerce, the Bengal National Chamber of 
Commerce, the Calcutta Ti’ades Association and the Marwari 
Association, one member, an employee of the Imperial Bank 
and appointed by the Government and two members, not 
Government servants, appointed by the Local Government.* 
The duty of tlie Board uas to ivc.eive app'ications for State-aid 
and to report upon them to the Tjocal Government and “ to 
frame complete schemes and programmes for siich State action 
as the Board considered ue(«ssary for the steady and progressive 
development of indtistries for the consideration f»f the Loc.al 
Government. ’ ’* 

As regards the industries to be aided, they were the same as 
in Madras but the forms of State-aid were much more varied 


•• Annnal Heporl ..f iho Uirnttor of IiiduHtrieR, Bihar and Oriaiia. 1086-117. )>. 88. 
s tbid.. 1980-31. p. 3. 

* Beport of Uie Bihar and Orissa Provincial Banking Enquiry Conunittae. 

* Proceedings of the Bengal Legislative Council, Jnty, 1981, Vol. XXXVn, p. Itf. 
s Seeto 8 (1). The Bengal State-Aid to InduHriet iet, 1981. 



THK StATE IK THE r6lE OF THE INHUSllUAI. PIKANCUER 196 


and extensive in Bengal than either in Bihar or Madras. 
The Bengal Act contained provisions not only for the grant of 
secured loans, guarantee of cash credits, overdrafts and fixed 
advances, the teking of shares and debentures and guarantee 
of a minimum return on the whole or part of the capital of a 
joint-stock company but also provisions for guarantee of interest 
on preference shares and debentures and for the supply of 
machinery on the hire-purchase system.’ 

In Bengal, loans were to be gi’anted up to 50% of the net value 

of the assets of the industrial enterprise and the duration of the 

loan was to be for not more than ten years and could be for 20 years 

when the whole of it was secured on land or buildings or both.* As 

regards the dis|X)sal fif profits during (ioiitinnance of St:ite-aid, 

Section 23 of the Act laid down that profits should be distributed 

only after interest due on debentures and loans had been paid and 

an amount reasonable in the opinion of the Local Government 

had been set aside for obsolescence or depreciation of plant and 

machinerv and a further amount which should not be less than 
•/ 

26% of the net surplus available after provisions for depreciation 
or obsolescence had been carried to a reserve fund to be utilised 
in the prescribed manner and payment made to a sinking fund 
for the purpose of repayment in the prescribed manner of any 
loan granted.* The Government during the continuance of 
State-aid will fix from time to time a certain percentage rate. 
All loans as in Madras and Bihar are recoverable as a public 
demand.* 

It appears, at first sight, to be satisfactory to note that the 
Bengal Act did not contain the provision included in the Madras 
and Bihar Acts that applications for loans exceeding a certain 
amount would have to be advertised in the provincial Gazette. 
But though there was no provision for advertisement in the Act 
itself, the rules framed under the Act provided that evei 7 
application for aid, whether to be accepted or refused, must be 
advertised in the Calcutta Gazette and the daily newspapers.* 
In the case of a recent advertisement, it is seen that the amount 
of the loan applied for was only Bs. 500 for establishing an 

> Seetum 19 P)- 

a Section 19 (Ijt (a). 

» Section SaP). 

« Section S6. 

* Pioee^iinge of the Dengal TjegisIetiTe Cooncil fOfBcial Beport), Vel. XliV, 

Ko. 9, p. no. 
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umbrella laclorv. Wlioji the a()plieatioii for sucJj a small amount 
W ^ ie advertised, it must he uoiw than the conditions under 
the Bibar Act. It was understood that the Bengal Act would be 
utilised chiefly to foster the development of small and cottage 
industries and was also expected iodircctly to assist in the solution 
of the problem of middle elass unemployment.* The main 
objective was to train educated youu{f men in new and improved 
processes in such industries. Batches of young men from the 
educated middle classes will l)e given training in the mofussil 
in certain selected industries by demonstration parties; and 
machinery will be supplied on the hire-purchase system. The 
appointment of industrial surveyors to collect information 
regarding the marketing conditious and the possibilities of a 
ready market for the pioducts of the industries in which training 
would be given, was an interesting idea mider the scheme and was 
sure to prove valuable. The necesssiry finances were to l)e obtained 
from two sources, voluntary contributions from the public, which 
was absolutely a novel feature in Bengal, and the provisions made 
by Government in the annual budgets. .-\ local fund under the 
name of the Bengal State-Aid to Industries Act Fund was 
created out of the contributions made by some public- 
spirited men of the province, the assets of which stood before the 
War at Rs. 64,000. The Government, however, were until 1934, 
unable to make adequate provision for financial assistance under 
the Act owing to financial stringency. In that year they took 
steps to provide in the Budget a fund of one lakh of rupees for 
the grant of State-aid in the sha]K! of loans to industries under 
the terms of the Act. They also proposed to undertake the 
liability involved in the guarantee of a cash credit with a bank 
in accordance with certain provisions of the Act up to Rs, 60,000. 
The idea was to enable hona fide industrialists or small industrial 
concerns to tide over temporary financial difficulties by 
guaranteeing their overdraft from a recognised hank.* In the 
Budget for 1936-36, a reduced provision of Rs. 64,000 was made. 

Although there was no legislation for State assistance in 
Bengal before 1931, the Department of Industries bod actuaUy 
come to the help of certain {ndostries. In 1926 the Managing 
Agents of the Mohini Mills approached the Imperial Bank through 
the Director of Industries for assistance in opening a cash credit 

1 AdminiBtration Beport of the Depaitment of Industries, Bengal/198fi-89. 

> Proceedings of the Bengal Legislative Council, FebmaiTi 1984. 
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account, with the Bank with the sanction of an ovei’drnft up to 
Rs. 5 lakhs. The Director gave his support but the Bank did 
not see its way to extend its assistance. The Braziers’ Co¬ 
operative Society at Brahmanbaria applied to the Department 
of Industries through the Registrar of Co-operative Societies for 
a loan of Rs. 8,000. As there were no funds for such industrial 
loans in the department, the matter was referred to Government 
and a loan of Rs. 7,000 was ultimately sanctioned.' The 
Calcutta Soap Works and the Cahaitta Pottery Works each re¬ 
ceived a loan of Rs. ’2 lakhs nearly from the Imperial Bank on 
the recommendation of the Director of Idnstries.* 

The working of the Bengal State-Aid lo Industries Act is 
also far from inspiring any faith in such legislations. When 
the Act was passed in 19.31,''’ it l>roiight great hopes to many a 
budding industrialist in Bengal, but after all these? years of 
working, the Act docs not appear to have benefited anybody. 
TTp to March 6, 1935, the actual amount sanctioned by Govern¬ 
ment against 5 different niiplications was Rs. 11,000, of which 
Rs. 900 representing two small loans was refused by the appli¬ 
cants. The most important tiling to be noticed in this connec¬ 
tion is that in two years and a half there was no actual 
disbursement of money. Surprisingly enough the only money 
that had been spent .so far on the w'orking of the Act w'as 
Rs. ],22fi to pay for advertisements in the daily papers to 
invite objections to the app]i(‘ations recommended by the Board 
to the Government for sanction.^ The u’orking of the Act natural¬ 
ly came under a fire of criticism in the provincial legislature 
from time to time. It was pointed out that though the Act was 
passed in July, 1931, it did not come to function till 1933. In 
1933-34 no money was provided in the Budget for granting 
financial assistance under the Act. In 1934-35 a lakh of rupees 
was provided for but not a nipee was spent out of it and 
accor^ng to the rules the entire sum reverted back to Govern¬ 
ment. Bi 1935-36 the provision was reduced. Only Rs. 16,100 
iitisre disbursed as loans during the year. In the next year the 

1 Annual Adoi'nistration Boport of the Department of Indnstriee, Bengal, 1036, 
pp. 16-17. 

* Si'videnoe of Mr. Weston, Director of Tndnstries, Bengal—Bengal Prorindal 
Banking Enquiry Committee, Vol. IT, p. 180. 

f Although the Act was passed in July. lOSl, rules framed under the Act ss 
•anetioned by. tto Goremment were not published till July, 1908. 

* Proceedings of the Bengal Legislative ronncil fOflicial Report). 46tb Session. 
Vol XLV, No. 3. pp. 078-70. 
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disbursement amounted to Rs. 40,076 and recoveiy od account 
of Joans advanced was Rs. ^^145 as against Rs. 522 in the pre¬ 
ceding year. All the loans wore paid out of tlie Roard s own 
ftimh and the Gormmtent money j^rovided in the Loan Budget 

iv.<js not touched.' 

Statk-Aii> to Inoi'stry js othJ’Ui Provinces 
Central Provinces: 

A State-Aid to Tiidiistries Aet on tlie lines of the Madras, 
Bengal and Bihar Acts «iis passc^d by the Ijcgislative Council 
of the Central Provinces and brought into force on the Ist 
September, 1934. The preamble points out that the Act is 
meant to regulate the grant of State-aid in various forms to 
industries and provisions have been made for the creation of a 
Board of Industries with the Minister of Agriculture as Presi¬ 
dent. The Act closely followed the lines of such legislation in 
the other provinces. The forms of State-aid which might be 
given were the grant of a loan, the guarantee of a cash credit, 
overdraft or fixed advance udth a bank, guarantee of a minimum 
return on the whole or part of the capital of a joint-stock 
company for a fixed period, grant on favourable terms of land, 
raw material, firewood, water or any other property of the Local 
(rovernment, grant free of charge or on favourable terms of the 
services of experts or Government officials, payment of subsidy 
for the conduct of research or the purchase of machinery. The 
industries eligible for State-aid in any of these forms were, of the 
same kind as those in Bengal, Bihar and Madras. The amount 
of loan to be granted, the nature of security for the loan, 
methods of recovery and inspection, etc., followed the same lines 
as elsewhere. 

Bombay: 

Following ihe sanction of the Bombay Legislative Cbundl; 
the Government of Bombay framed niles in 1986 for affording 

1 Annual Administration B^port, Dopaitment of Industrios, Bengal, 1086-97, p. 41. 

Tn the years after World War IT, the assistance under the Act does not seem to .haife 
been significant.During 1045-46 there vi’ere only two applications and a loan of Bs. 000 
wE« granted. During 1047-48 and 1048-40,. there ,wiui no. application and theixfom no 
grant. It ig only during the last three years that the demand for loans has-inipisased'. 

Rs. 2.08 laltfas and Bs. 2.78 lakhs were granted during 1040-50 and 1050*51. (Report of 
the Committee on 8.I.F.C. in West Bragal, pp. 85-86). 
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financial assistance in the form of loans to- the small industries 
for the constmction of buildings, wells, tanks, etc., and for the 
erection of machinery and purchase of raw materials. The 
Director of Industries would grant loans for amounts not exceed* 
ing Ks. 2,000. Tioans involving sums beyond that amount would 
roquin; the sanction of the Governnient. The rnaxiimim loan 
that could be adxanced to a single person was fixed at 
Rs. .1.0,000. The liorrower was to hyptdhecate his block capital 
and might also give other collateral securities.^ 

Before the framing of these rules the Government of 
Bombay had rendered financial assistance to industries to some 
extent through tlu* (\>o))erative and Industries De}.)artinents. 
Loans and supply of inipleinents on the hire-purchase system 
had been made through Co-operative Societies,® Tn 1922-23 the 
Government had sanctioned a loan of TJs. 5,000 without interest 
to Mr. Tikekar of Shohipur to enable him to erect buildings near 
his weaving factory.® The Government had also granted a 
loan of 0 lakhs of ru|K'es to the Belapur Sugar Company at 6J 
per cent, in May, 1920, the loan being repayable in May, 1931. 
The factory repaid its dues in full.‘ 

Punjab : 

Tn the Punjab, an Industrial I^oans Act was passed in 1923 
and it was hoped by this means “ to be able to render direct 
financial assistance for the development of industries while 
amply safeguarding the public money involved.”* The assist¬ 
ance to be given under this Act was limited to only one form, 
viz., loans. The maximum and minimum loans that could be 
given were Rs. 5,000 and Rs. 5«X). Applications for assistance 


1 The Indian Economist, July 8, 1985, p. 493. Also State Action m respect of 
Jndnstnes, 1928-85, pp. 40-41. 

a Eeport of thrt BonibAy Provinrial Banking Enquiry Cominiltee. 

Report of tho Department of Industries, Bombay, 1922 23, p. 16. 

^ The Sugar Industry Enqu'ry ^Tariff Board), Written Evidences, Vol. I. 

Hie amount of assislancG furnished by the Bombay Oovemment under the State- 
Aid to Industries Act after World War II is given below:— 

Bs. 


5 


1045-40 
1946-47 
19J8-49 
] 949-50 
1950-51 


12,000 

9,000 

6,17,000 

5,85,800 

6,44,600 


Report of the Department of Industries, Punjab, 1928, p. 2. 


26-1780 B, 
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were to be received by the Director of Industries who would 
verify whether the security offered was sound or not. There was 
no system here of requirin^f the previous recommendations from 
a Board. Loans were usually granted ivitli a security at least 
double the value of the loan of wliicli a substantial proportion 
should consist of imniovalile jiro/K’rty. No loans, howover, were 
given under it in 19‘24-'2f) and in ]02o~‘20. It came to be used 
from the /innncial year 1926-27 wlien .15 applications were re¬ 
ceived for tbc grant of Joans. of these were sanctioned, each 
applicant receiving Rs. 5,000.' 

In 1927, 42 applications for loans were received lor the 
grant of a total amount of Bs. 1,86,000. Twelve applications 
were granted amounting to Ks. .54,800." Oik^ was iTCoiumended 
to the Government for the loan applied for exceeding Bs. 5,000. 
In 1931, it was reported that out of 73 applications, 34 were 
granted, the total amount of the loan being Bs. 74,650. In 
12 cases individual loans were below Ks. 1,000 indicating that 
small and cottage industries were receiving attention. Since the 
introduction of the Act up to 1931, the Government 
advanced a total sum of Bs. 3,61,950 to 112 applicants. Of this 
Bs. 81,536 w'crc repaid by way of principal and Ks. 20,577-1-0 
by w'ay of interest.* Two castes were filed in courts for the 
realisation of the amounts due. In 1932, 28 applications for 
loans out of 58 received were granted amounting to a lakh of 
rupees. Thus it is found that up to this year the total amount 
advanced under the Act amounted to Bs. 4,61,950 among 140 
applicants.* During 1932-3.8, 03 applicants were received of 
which 23 loans amounting to Bs. 75,000 were made under the 
Act. The industry which l)enofited most was the manufacture 
of sugar by the open pan system, loans for which amounted to 
Ks. 21,500.* The industries which have been assisted by the 
Government under the Act arc of a wide variety. The state¬ 
ment given below' indicates the total amount of loans advanced 
under the Act up to the year, 1933, and the names of the 
various industries which received them.* 

• Ibid., 11B7, p. 7. 

a Ibid., I028, p. 7. 

Ibid., 1931, p. 6. 

^ Report of the Department of IndnetrieB, Punjab, 19S2, p. 11. 

■ Govommeni Review on tho working of the Department of Indusirieo, Punjab, 
for the year ended Slst March, 1988. 

* Proceedings of the Fifth Tnduetriea Conference, 1988, p. 18. 
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>'amo of Industry. 

'J'Ollll 

amount ad^-anced. 
Bi. 

Number of pei 
^DB to whoi 
advanced. 

Weaving 


86,000 

flO 

Hosiery 


58,850 

21 

IiP.aiher tanning and allied industrios 


41,000 

22 

Sugar 


40,500 

U 

Furniture and carpentry 


29,800 

8 

Tennis* gut and sports gear^naking 


32,000 

4 

C.'alico-])rinting and bleaching 


• 28,000 

7 

Oil milling 


20,500 


Type block making and tin-printing 


26,000 

/> 

Cutlery 


19,000 

4 

Motor Engineering 


18,000 

5 

Manufacture of drawing instruments 


15,000 

4 

Pottery and chalk 


15,000 

4 

Metal work 


15,000 

4 

Itosha oil 


JO.OOO 

2 

Dairy farming 


10,000 

3 

Chemicals 


9,000 

3 

Comb making 


5,000 

1 

Film industry ... 


6,000 

1 

Cigarette making 


6,000 

1 

Jam making 


5,000 

1 

Ourree making 


6,000 

1 

Picture frame making 


5,000 

1 

Harmonium making 


4,000 

1 

Cosmetic good making 


4,000 

1 

Ribbon weoving 


4,000 

1 

Sword and lance making 


8,500 

2 

Chiken dozi 


3,000 

1 

Ink making 


2,000 

1 

Paper industry ... 


2,000 

1 

Total 

5,04,260 

152 


The Punjab Provincial Banking Enquiry Committee re¬ 
ported that a large majority of the artisans could not take 
advantage of the industrial loans under the Act as they were 
unable to offer adequate security.’ The Committee made cer¬ 
tain suggestions to modify the rules and regulations governing 
the grant of loans under the Act. The value of securities 
offered by the borrower might be reduced from one and a half 
to one and a quarter times; the existing rate of interest on 
small loans not exceeding Bs. 500 might be reduced to the bor¬ 
rowing rate of the Government and the recipient of small loans 
might, if possible, be exempted &om registration and other 
procedures required imder the Act.* The Act might also be 


1 Report of the Fniijab ProYincial Banking Enquiry Committee, p SOI. 
> Ibid., p. 296. ' 
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made more to the artisans and (lie small indnstrialislR ii 
pronsiom wM hv mie for llir tan •>' nmcWnery on 

.r„d„.ri.-,i ... -Art 

by a new State-Aid to Industries ,Aet. Jt permits aid to /)c 
given to industries Tieedinf^ revival or developnieiit ol in(»(u*Hi 
methods in addition to the classes ol indnstiy referred to in 
other Acts. During 1937-88, two lakhs of jn[xie.s wore dis¬ 
bursed in 35 cases as eonipareil to Its. 99,275 in .19.1(i-.:17 and 
Es. 94,000 in 1935-30.’ 


United Prooinecs: 

Since 1921 the (iovorninent of tlit' I’nilc'd Provinces have 
rendered financial assistance to industries in t^^d ‘ways l)y 
making (I) grants and (2) loans. As regards grants, a sum of 
money varying between Es. 15,t)(Ml and 35,000 is annually 
placed at the disposal (»f the Hoard of Industries which is a 
scmi-non-official body for giving grants for any genuine in¬ 
dustrial purpose, chiefly to ]iioneer industries for any purpose 
required by them but generally for the purpose of machinery 
on a half and half basis. The system, however, has not 
proved suitable for the development of bigger pioneer industries. 
Between 1921-22 and 1932-33, the total amount of grants 
sanctioned by the IJ. P. Board of Industries was 
Rs. 1,26,608-3-10, the Budget allotment being Es. 3,14,900.* 
As regards loans, a Board of Industrial Loan Commissioners was 
established in July, 1922, to supply principally small 
industrialists with capital upon easy terms. 

The Board was the outcome of the recommendations of a 
committee appointed by the Oovernment under the chairman¬ 
ship of Sir Thomas Smith “ to examine and make recom¬ 
mendations upon the subject of establishing an Industrial Bank 
in the United Provinces.” It was constituted to receive 


1 Beport of the Department of Industries, Punjab, 1986. p. 23. 

* Beport of the Industries Beorganisation Committee, 1934, p. 61. Also App. VI, 
p. 42A. 

The Board's composition—fl) Financial Secretary to Government (Chairman), 
(2) Registrar of Co-ojperative Societies, (3) Mechanical Engineer to Government. (4) Director 
of Industries, (5) A member of the Board of Industries elected by the Board, (6) A membei* 
of the Upper India Chamber of Commerce, (7) A member of the IT. P. Chamber of Comnierce, 
(8) A representative of the Imperial Bank, (9) A representative of Jbint-Btock Banking. 
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applications for loans from all classes of individuals and 
coqwrntions engiiyod in industrial development, Avhethcr pioneer 
or not. The (lOvcM-nment Avoidd place a lump sum of nionev 
at the disposal of the Board Avith the consent of the Legislature! 
lor the purpose oi granting industrial loans. -J^aclorv einplovccs 
\Awdd usually he cniploved for purposes of valuation. The 
Board could not he legally einiWAvered to sanction the loans but 
were assured that in most ca.ses their recommendations would 
be accepted Avithout further scrutiny. These decisions Averc 
endorsed subsequently by the Burn Committee in 1924. Ai 
its first meeting held in XovemluT, 1922, the Board considered 
13 applications and recommended four of them involving a 
disbursement of Bs. 1,70,000. But three of the applicants 
did not lake up the loans and the fourth did not comply A\ith the 
conditions. Tn March, 192.3. the second me(‘ling aaus held. 
Three out of fiA'e applications were reconimended, the total 

amount being Bs. .52,000, of AA’hich the .\gra Pencil Factory 
receiA'cd a loan of Bs. 10,000. The Budget of 1922-2.3 had 
included 5 lakhs of rupees for industrial loans. About a lakh 
out of this AA^as spent at the end of the year.' 

Tn the next year ('1923-241. five .applications for loans aa’ch* 
recommended of AA'liich the rJoAernment approA’cd of the folloAA'- 
ing three immediately and resei'ved for further consideration 
the other tAA'o*;— 

Bs. 

(1) Mahaluxnii Sugar Corporation, T.uckjiOAv ... 1.20,000 

(2) IT. P. Glass Works ... ... ... .50,000 

(.3) Allalmhad TjaAV .Tournal for a tyjK? foundry ... 22,000 

In 1920-27, the Board sanctioned Bs. 20,000 to a glass 
factory, Bs. 8,000 to a press and Bs. .500 to a sug.'ir faelorJ^ 
The first Iaa'o did not take uj) the loan and the third applied for 
a larger amount and Ijcnee the ap|)1ieation was nqected. A 
loan of Bs. 7,000 aa’bs dislnirscd at the end of the year to a Brass 
Workers’ Society at Khari for the purchase of raAv material. A 
loan of Bs. 600 was also sanctioned to a scissors manufactur¬ 
ing factory hut it was not prepared to take it on the conditions 
prescribed by the Government.* 

I Report of the Director of Indnstriee, United Frovincee, 1022-29, pp. 6-7, p. 24. 

3 Report of the Department of Industries, TTnited Provinces. 1023-24, p. 6. 

9 Ibid., 1026-27, pp. 10-11. 
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In the year 1937-28, Bs. 5,000 was sanctioned to the Muttra 
Match Bactory and Bs. 40,(KH) to a manufacturer of Cbinawaro 
in Bareilly. Es. 15,000 was paid in during the year and the 
remainder in the ncxi year.* 

The Government sanctioned in the following year 
Rft. (),0()0 for assisting the Leather Industry, Rs. 35,000 for the 
Bnissware Industry aiid Hs. H.OOO for Disinfectant Manufac¬ 
ture.® 

I’he total tUJiouul of indu.strial loans sanctioned by the 
Government during 19Bl-:b2 was Rs. 00,000, of which Bs. 10,000 
was for developing a- jam-making and fruit-canning indus¬ 
try at Ranikhet." Jn the following table tvill l)C found a 
summary of all the loatis advanced by the Industries Department 
in every year since 1917-18 to the various industries of the 
pi’ovinces.* 


Classified' Abstract of fjoans Advanced by the Department of 
Indtislries, United Provinces 


Naiiir' of liitlii.'iirv 

Naiiii of 

Yi'iir t»r 
Suturlion 

ToIhI Aiiioiiiil 
Aiiioiinf for thcj 

Aflvunccd .Industry 

Bis. Bs. 

I. SugH)' 1 

' 1. Kfirandia Co., 

j Lucknow 1922-28 

2. Malialuxmi Co., 

Lucknow 1924-2t5 

6,00.000^ 

1,20,000^ 

7,20.000 

II. Flour Milling | 

1. Coronation Mills, 

AllahHhad 1919-20 

2. KarandiaOo., 

Lucknow 1922-23 

20 . 000 ) 

4 , 00 . 000 ' 

4,20,000 

1 

III, (ikss 1 

1. Mr. Varshani 
Bajori 

2. Naini OIns.s 

Works 

1 3. Mr. Varsbani 

4. Ditto. 

1917-18 

1920-21 

1922-23 

1928-29 

1 

1 

20,0(X) 

1 

16,000 y 
1,00,000 1 
40,000 j 

1,76,000 

IV. Bobbin Indus¬ 
try 

Bobbin Co., 
Cawnpore 

1925-26 

80,000 

80,000 


1 Ihid., 1937-98, p. 7. 

» Ibid., 1980-81, p. 91. 

• Ibid.. 1081-82, p. 10. 

* Itrport of the Induetriox ItcorganiHation Committee, U. P., 198d>. 
Table II, p. 40A. 


App. V, 
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Name of Industry 

Niniu* of JIccipicnl Year of 

Amount 

'J'otal Amount 
for the 

Saiict ion 

Ailvnnccd 

Indubtry 

V. Meto-China 

Mr. M i r z a, 

Jioorkoo 1927-28 

Ry. 

40.(X)0 

Ks. 

40,(KK) 

V.I. Dyos and Tan¬ 
ning Extract 

'Mr. M i r z a, 

Bmoilly 1917-18 

.S0,0(K) 

30,(KHi 

VI1. Type Casting 

A. Ji. Journal Co., 

Allithfibad 1924-2:) 

aa.rxio 

22,000 

VIII. Brussvvare 

Shfiiuiori & Co., 

Moradabud 1930-31 

15,000 

15.000 

IX. Ink 

.Mr. S li n k 1 ji, 

Ga\vn})fijv 1922-23 


i2,0(M> 

X. Match 

Mr. JilnirgftVii, .192:)-20 

Ti.IKX) 

10,000 


jM uttra 

Diti.). 1927-28 

5,aio 

XI. -Iam-making 

Mointaz Hossain 1031 -32 

10,(XX) 

10,000 

and fruit- 

Ganning 

XIT. Disinfectants 

and Sons, 

Kanikliet. 

V. Khandelwal & 1039-31 

H,0(K( 

8,0(X) 

XI11. Tanning 

Co., fiiicknow. 

Wali Moham. 1030-31 


0,0(H> 

XIV. Spinning 

mad, A. lia/ak, 

Agra, 

Mr. Bhagwat 1020-20 

2.0(K) 

2,000 

Prosad Sri- 
vastava, Busti. 

Total 


. 15,51,000 


It will be observed from the })rcccding Table that the 
largest measure of assistance went to tlie sugar, glass and flour 
milling industries. The other industries which wei'e also 
financially assisted were type-casting, printing ink, jam-making, 
brasswarc, match, tanning, meto-Ohina, manufacture of 
disinfectants of bobbins and of dyes, etc. Out of the total sum 
of Bs. 15.51 lakhs advanced, there were 14 large loans 
(exceeding Bs. 10,000) amounting to Bs. 15.15 lakhs and six 
small loans totalling Bs. 36,000. 

The affairs of the State-aided conc^nis have been as 
disappointing here as they have been in the case of Madras 
and Bihar. As early as 1925 the Lucknow Sugar Works owed 
as arrears of interest Bs. 1,76,000 ; the Earandia Development 
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Cor{X)i‘atioii went into liquidation in 1927; the Mahaliuuni 
defaulted and fell into ari-ears. TJie bobbin factory fared jjo 
better. The glass works alone were able to piy regularly but 
even here it ctuinot be said ibiit llic loan achieved its purjjose, 
viz., the ostiihJisImicni of the muiiiifuctiuv of sheet glass.' 
Experieiicii in count cl ion w ith the large loans has been almost 
uniformly unsulisfuciury. (hii of lis. 15.lb lakhs advanced in 
this way, Rs. S,7J,;I22 have had to be wiitten off as irrecoverable; 
while of the balance over Rs. 80,0((0 are silll overdue. Sonic 
of the concerns to wliieh smaller loans were advanced also 
defaulted. Rut cxjicrience in regard to the suiaher loans has 
not been generally so unhappy; only Rs. 1,714-5-0, being the 
amount out of a total oF Rs. Mli,000, advanced had to be waived." 
'riic number of a]»plicalions for loans has been declining in 
iwent years and tlu' Board of Loan Commissioners Avas abolished 
on January 1, 1987. 

An imporlani stop was taken by the United Provinces 
tlovernment when an Industrial Finance Oommiltee, consisting 
of banking and commercial oxiK'rts, was a])pointed in November, 
1934. In their Report published in 1935 the Committee 
recommended the formation of two 82 ?ecial institutions, one for 
financing the major and minoi' industries, and the other for assist¬ 
ing the cottage industries of the provinces. The former institution, 
to be called “ The United Provinces Industrial Credit Bank, 
Ltd.," should be started with an initial authorised and issued 
capital of Rs. 25 lakhs. The local Government should 
guarantee a dividend on the initial paid-up ca 2 )ital of the Bank 
at the rate of 4% free of income-tax up to a maximum period of 
*20 years. The busine.ss (»f the Bank sliould be '*— 

(1) to give long and short-term credit facilities to major 
and minor industries with a view- to encouraging and assisting 
those engaged in industry; 

(2) to lend money against sufficient security in the shape 
of fixed and floating assets; 


> A. Clow, Thr. Siatr. and IndnsLrjf^ Cb. XTI, p. 109. 

3 Hqiort of the iiKliiHtrien Jh^orgeiiiHation Coininittcc, U. P., 1004, p. Also 

App. V, Table I, p, ODA. 

3 AihiiiDiHtration Kepori of the Dcpaitinent of Industries, U. P., for the year 
ending 81 st March, 1.087, p. 10. 

* rnder the LoanH niul Grants HL*heme for promotion of Cottage Industries Bs. 3 
Inkhs were allotted in each of the two years 1948-49 and 1949-50, both as loans and grants. 

* Report of the Industrial Finance Committee. U. P., 1985, pp. 2S>84. 
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(3) to give credit facilities to those engaged in major and 
minor industries, or for the establishment of new industries, 
under the guarantee of Government in the absence of adequate 
security, where Government is of opinion that such assistance 
is necessary in the interest of the industrial development of tlie 
provinces; 

(4) to underivrite, subscribe to and invest in shares of 
joint-stock companies registered in the United Provinces and 
connected with industries having piiospects of attaining commer¬ 
cial pi-oportions; 

(5) to lend money on immovable property, bills of lading, 
documents of title, promissory notes of two or more parties, 
(lelamtiires, Government j)roniissory notes, etc.; 

(C) to encourage the. purchase of machineiy, materials, 
etc., on the hire-purchase system and to supply funds and give 
guarantees for that puiqwse. 

In addition to the business .set out above, the Bank should 
be free— 

(i) to oi)en current accounts only for those who have taken 
advances from the Bank. The public should not be allowed to 
open current accounts as it is not desirable that the Bank should 
incur demand liabilities of any nature, as its funds would be 
generally invested in long-term credits. It may, however, 
accept deposits for long periods from the public; 

(ii) to discount bills, promissory notes, hundics, etc., and 
to open overdraft and cash credit accounts with or without 
security of persons directly or indirectly connected with 
Provincial industries.* 

Causes of the Failure of State-Aid in India: 

The history of State-aid to industry has not been happy in 
India. Indeed the results have l)een so disappointing that ideas 
arc rapidly gaining ground that, after all, the principle of State- 
aid may be wrong. Before condemning the principle of direct 
financial aid to industiy by the State, it is necessary to analyse 
carefully the reasons for its failure in the various provinces of the 
country. In the earlier stage there was very little experience to 
guide the Department of Industries in working the Acts and the 

^ An '* Industrial Credit Bank " has sinco been established by the Government 
of the United Provinces on the lines of these recommendations. 

97-1789 B. 
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inv68tiu6Dts were unfortuufttoly not cnrcfullj plBiiuod or soiccied. 
The (rovemiaents ol" Madras and Bihar made heavy commitments 
in a single concern, the Carnatic Paix;r Mills and the Indian 
Steel Wire Products, Ltd. The success of tlic working of the 
Acts came, in each province, to Ihj Iwund up with the fortunes 
of a single cojiceiii; the ri.sks uere not si»read out. The 
consetjnences of this iinprudent ]X)licy could not but be disastrous. 
The failure of the concerns lauded the two provinces in serious 
losses. Nothing has brought more distovdit to the State»aid to 
industries Acts than this indiscreet jwlicy of advancing st) 
heavily to a single enterprise. It was against the fundamental 
principles of industrial financing. 

Bureaucratic delay in the disbursement of loans under the 
Act has in no small measure contributed to the disappointing 
results. There was great delay in examining and valuing the 
assets of the business, in getting the recommendation of tlie 
Board of Industries and in the final decision of the Local 
Government. The scrutiny of the Agi'icultural and Industries 
Department and the Finance Department took a long time. 
Even when the Government finally decided to sanction a loan, 
there vvas inordinate delay in disbursing the amount sanctioned.’ 
In many cases loans applied for and even sanctioned were not 
disbursed after a year and sometimes more than a year. The 
need for the loan might have disappeared by that time, the 
conditions of the market might have changed. Pressing 
obligations could not have been met and a golden opportunity 
might have been thrown away. Under the circumstances, it 
cannot reasonably be e-\pected tliat the financial results of the 
Act will be happy. 

Besides the uncertainties that frequently arose in interpret¬ 
ing certain sections of the Acts, there are other defects and 
limitations. In regard to hire-purchase, for instance, there is 
no provision in the Bihar and Orissa Act for collateral security 
and the Government has to take over the machinery on a 
month’s notice from the hire-purchaser. The hire-purchaser is 


1 Severn I inslanreR of the dilatory methods of the Oovarnment were quoted by a 
member of the Statutory Board of TndiiRtries, Bengal. On March 0, the BMrd 

ri^onimcnded a loan of Rs. 500 to an applicant who wanted to improve his nmbrella 
factory to enable him to turn out more umbrellas for the monsoon season. The loan 
was not sanctioned by the Government till August and then after waiting for sometime 
for the money which was not forthcoming, he withdrew his application .—Proceedings 
of the Bengal Legislative Cotincil, March, 1985, p. 679. 
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(u i)ay only the instalments that have fallen due before the date 
aud is absolved from further responsibility. But second-hand 
machinery, even in good working order, does not fetch more 
than 20 to 30 per cent, of its original value and consequently 
the Government has to suffer considerable losses. The Act should 
be amended in such a inauner as to provide for collateral security 
and guard against loss owing to the j)reinatnre tei-mination of 
the liirc-purchase agreement, 'fhe period of 20 years for the 
hire-purchase of machinery in the Bengal and Bihar Acts is also 
unduly long. After the lapfie of 20 years all machinery becomes 
“ scrap ” and the (rovernment cannot realise anything from its 
sale in the event of the bankruptcy of the industrial concern.* 
This ixjriod may very well be icd'Uccd to 7 or 10 years. 

Lack of co-ordination in industrial policy between the 
Provincial and Central Governments has been to no small extent 
I'csponsiblc for the unhappy history of State-aid in India. 
Direct linancial assistance fmni the State is but one of the 
factors influencing industrial development. Lakhs of rupees 
IcJit by the Provincial Governments will l)e powerless to build up an 
industiy' unless other conditions are fulfilled. The other 
conditions are tarifl's, railway rates, currency and exchange policies. 
These are beyond the control of the Provincial Governments and 
are controlled by the Central Government. A benefit extended 
to the provinces under the Acts may Ikj nullified by the policy of 
the latter. There is no use in granting State-aid by the pro¬ 
vinces while the Central Government is working tariffs, railway 
rates and exchange in a manner which will take away the 
substantial part of the aid. A closely co-ordinated industrial 
policy—a scheme of planned economy—^is what is retjuired to 
stimulate the industrial development of a country. 

The most important cause of the failure of State-aid in 
India lies in the absence of a suitable and cflicitmt luacbiiioi’y 
to disburse public funds after careful investigation. The 
satisfactory working of the Acts depends to a considerable extent 
upon the proper assessment of the credit-worthiness of the 
enterprises applying for State-aid and upon the careful estimate 
of the prospects and soundness of their business. The task is 
not at all an easy matter and requires a special machinery for 
its fulfilment. Under the various provincial Acts the Board of 

* B, C. Mitter (Director of Indaitries, Bengal), A Hecovety Plan for Btngal, 
p. 5d8. 
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Industries (the Board of Loan Commissioners in the United 
Privinces) which mtH't together from time to time to cxaniinc 
appJications for State-aid lias Ixien entrusted with thesis 
responsibilities. But tlie Board is not sufficiently competent to 
/ndge of the cnHiit-worthinoss of thr npjtlicnuts or Hie finuncinl 
nspect of the risk inrohed in gnwtin^ the aid. The Board is 
a large and heterogeneous laidy and cannot examine applications 
for loans with the thoroufiliuess they re(|uirc. The inomliorK 
of the Board are men of affaiiv and must !«• very busy on their 
own account. They are un.ablo to devote tlieir wliole time or 
attention to the task. The fact that in many eases meetmgs of 
the Board could not he held for want of a «|uorum is sufficient 
indication of the lukewarm interest taken l)y the inenihers in the 
matter. Neither the Board nor the l')('pai’tinent of Industries 
possesses the adequate cxixjrienee, orfjanisation or machinery 
for discharging its res]X)nsibilities. The department is more 
concerned witli the improvement of processes, appliances and 
technique of industries rather than their financial requirements. 
It has thus been called u|K)n to undertake the responsibilities of 
a task for which it is not qualified. Undoubtedly in many 
instances the character and capacity of those who applied for 
State-assistance could not he said to he properly suited to the 
enterprises they ventured ujxm. The Director of Industries, 
Bihar and Orissa, stated before the Provincial Banking Enquiry 
Committee that a great many of the applicants could not lie said 
to have satisfied all the tests of sound businessmen. This fact 
might be the reason w’hy they could not raise their required 
finances from the ordinary sources and finally came to Gnvem- 
ment for accommodation inspite of the blaze of unwelcome 
publicity to which applications for aid were exposed under the 
Act. Applications exceeding a certain amount, it will be 
recalled, are required to be advertised in the Gazette. This, 
though necessaiy to protect the interests of the taxpayers, is 
calculated to injure the credit of the applicants. It is not 
improbable, therefore, that the persons who apply for State-aid 
are not usually those who are able to procure accommodation 
elsewhere. The Act may have un'wittingly prevented enterpris¬ 
ing businessmen from taking advantage of the facilities grant^l 
under it and may have unwillingly assisted the “ lame ducks," 
the inefficient and the imbecile in business. This charge may 
be levelled even against the Indian Steel Wire Products 
Company. Its head office was in Bombay and a sound 
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piolwaition seldom lacks money in a city like Bnmkay.* A 
l.-n-rfe number of instances has already been (lited where the 
applicants did not bike up tJio loans after they were f,a!mle)l; 

I hoy did not even know their own minds. In sevenil other 
cases they Aveic unable to furnish sufficient securilv or siifiply 
to the fiovcrnincnt all the necessary information r('<|uin'«l under 
the provisions of the Acts.* All this is an ilhimiualiuj; 

commentary on the eharar-ter of the businessnu^n seeking aid. 
'I’lie fmanci!il ?-esult of the extension of aid to sueli tyj^ies camiol 
but be disastrous. Under tlu^ circumstances it is dirsirablc Hint 
the (lovernment should relieve the Department of Industries of 
these heavy responsibilities and vest them in the hands of a 
more suitabhi organisation. Pro])erly sjaniking, these are 11 
functions of a hank. A hank will in tl)o first instance be able- 
to exercise more commereial supervision of llie money that tiie 
Oovemment is spending tlian it is jiossible for tlie Department 
of Industries. It will also be able* to judge more' adoipiately 
the credit standing of the applicants for State-aid, their 
managerial capacity and the prosirccts of their industrial 
propositions. The Director of Industries, Bihar and Orissa, 
rightly observed before llio Provincial Banking Eiupiiry 
Commitleo that “ the decision wlielher a particular industry 
should be financed or not ought to lie taken out of the bands of 
the existing Board of Industries and plaeed in the bands of a 
bank.”* 

Lastly it ina^’ lie observed tliat the Stale-aid to Industries 
Aets were launclicd under one of the most severe depressions the 
business world bad ever known. The |X)sl-war bcKim was 
sueo-eeded by a widespread slump and during the past few years 
an economic blizzard of unexampled intensity Avas sweeping 
over the Avholc world. Industries of CA'ery description, jirivatc^ 
as well as State-aided, sulfere-d under it. The unhappy alTaii's 
of the State-aided concerns should not prompt one to believe 
that they were the only ones to suffer. As a former Director 
of Industries, Bengal, observed: “It must not be forgotten 
that private industrial enterprise has been equally barren of 


1 Evidcnco of Ihe Director of Tnduatrics, Bilmr and Orissa. Rco Biliar and Orissa 
Frovincial Banking Enquiry Committee, Vol. II, p. 214. 

> During 1^7-28 out of the 15 apidicAtions for loans made to the Bombay 
Government, 14 could not bo considered for this reason. (Rce Annual Beport, 
Department of Industries, Bombay, 1987-88, p. 26.) 

* INridenee of the Director of Industries, Bihar and Orissa, Vol. IT, pp. 206-7. 
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udequiltc results aiul lius failed to establish new industries of any 
substantial imiwrtanco oxccjrt when special tariffs have secured 
protective markets for tlioni. ' 

State-Aid to Indmlrica in the Native States in India : 

In sharj) coniiast to the <lisa|)|H)intiuo results of State-aid 
in the various provinces of British India, l)ofore World War IT, 
the Native States were carryin^j nii a |■elnarkal)ly successful policy 
of State-assistance to industries. 'Pho definite attitude of moral 
support and the all-round indicy of enconni^feinent ado^jted by 
the States had a 'jivat deal to do with this achievement. The 
industrial policy of the States suffered no handicap from the 
division of function^ hetwoen (Vutral and I’roviueial Govern- 
ineiits ns in BrUish India. 1’his lack of co-ordination between 
the Central and rrovincial Governnients in regard to industrial 
|K)licies and the couscqut'ut absc'ucc of an all-round policy of 
State encouragement were, as already noted, to a great extent 
responsible for the failure of State-aid in British India. 

Mysore : 

Mysoni easily eaino first in the matter of State encourage¬ 
ment for indigenous industries. There was no other State which 
adopted a mor(^ enterprising policy of State-aid for its 
indnstri(!s or achi('ved a greab'r measure of success in that 
field. Ever since the Mysore Government framed rules in 1913 * 
" for the grant of loans to facilitate industrial and agricultural 
operations,” it followed an active policy of State-aid to industries. 
It established institutions under its own management, such as 
the Government Soap Factory and the Metal Factory; carried on 
experimental and investigation w'ork; and assisted industry in 
every ]x)8sible way. The granting of loans for the purchase of 
machinery for industrial purposes and sometimes also for working 
capital was a special feature of the State policy. 

The Government took shares in some concerns or 
gave guarant(»cs to private banks to advance loans to the 
concerns.* The mill industry, one of the most flourishing 

* " Indiialry ami an article by Mr. A. T. Weston. M.I.C.E., 

Director of Industries, Bongal, in The Capital, Trade, Jndvstriee and Transport 
Supplement, 1931, p. 0. 

3 Eeviaad later in the liftht of subsequent experience. 

1 Fraceodings of the Industries Conference held in Simla, Jnly, 1988, p. 22. 

» Proceedings of the Industries Conference held in Simla, Jjily, 1988, p. 22. 
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iii(lnstj-ics in the State, was aKsistcd by loans, advances and 
cash credits. A cotton mill received Rs. 8 laklis through the 
.Mysore Bank in the form of a cash credit.* ^*wo woollen mills 
were specially assisted either directly or through the Bank 
.,r Mysore. The Mysore Yarn Co., Ltd., the Mysore I’rcmier 
Metal Factory, the Mysore riianuaceuticals. Ltd., the Art 
Idtho Press, the Tirlliali Tile Factory, the Aiyan Hosiery 
li’actory .are some of tlio industrial concerns linancially assisteil 
hy the Government.^ The Depariment of Industries started 
h’y loans or otherwise a miinbcr of flour mills, rice mills, pumi)ing 
plants, etc. It also assisted cottage and small industrie.s 
and was reiwrtod to have been responsible foi‘ J)riiigijig into 
existence in various parts of the country nearly 500 concerns 
owned hy small capitalists. 

The industrial loan policy of the Mysore Goverjimeot was 
attended with singular success. The Government lost very 
little money. Since the introduction of the policy of fijiancial 
aid in 1918, tlie total amount sanctioned in respect of 
industrial Joans up to 19.80-81 was Rs. 14,35,124-3-0 of which 
Rs. 9,04,032-9-11 ^\■as recovered and only Rs. 54,803-2-10 was 


written off.* 

Ml'. Collins, C.T.E., I.C.S., a former Director of Industries 
in British India and afterwards llio Director-General of Commerce 
and Industry, Hyderabad State, lias paid a high tribute to the 
successful industrial policy of tlie Mysore Government in the 
following words :—“ The State lias shown that active encourage¬ 
ment of industry ciin be imdertuken wdthout loss of public 
money and to the great benefit of tlic country'.”* * 


Hyderabad: 


A Department of Commerce and Industries vvas established 
in Hyderabad in 1918 and since then the State had liccn 

* i’l'ocecdmgs of Ihe luduHlrieR ron''erouce held in Biniln, July, 1933, p. 26. 

* See lie^iort of tlic AdniiniBlrution of Mie Department of InduRtries and 
rommerce, Mysore, 1919-20, p. 9. 

a linport of the Administration of the Department of Industries and Commcieo. 
Mysore, 1930-31, p. 4. 

* •* Industrial Policy in the Indian Stale ’’—an article by Mr. B. A. Collins, C.I.B., 
T.C.8., in The Capital, Trade, Industries and Transport Sup^Aemcnl, 1932, p. 68 a 

*The Mysore Government is still giving assistanee to all sizes and typos of 
industries. In 1060, Government shares in Fertiliser Workers amounted to Bs. 26 lakhs, 
to Sugar Companies Bs. 18.65 lakhs, Baw Film Industry Bs. 18 lakhs. Telephone 
Industry Bs. 10 lakhs and Lac and Paint Works Bs. 1 a 60 lakhs. (Mysore Information 
Bulletin, December, 1060.) , 
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rendering financial assistaiico to industries. It created iu 1910 
an Industrial Trust I’mid of a ciDre of rupees for granting State- 
aid to industries. The lund wsis controlled bj a jBoard consisting 
of y nieuibers of tlie lv\ 0 (-uii\e Council including the Finance 
iucinber as (^liainuiin. Power w:i.s ilolegated to this body, 
“ to utilise the eoijms ol ihe luml loi‘ loans to big industries and 
to spend the income in various (>ther ways without rclercncc to 
any furtber auihoiitv Ihc lund Wiis invested chiefly 
in industrial (lelH'iiiinV" iind in sonic Ciises in ordinary shares 
also. TJic inconic lioni this invostnient w;i,s used in the 
development of (voltage industries, ])ropagation of technical and 
indnutrinl education and gianting of loans to small industries at 
(i% interest. Tlic policy was not unsuccesssfiil and had 
debts were not iuan\.‘ 'I'lie investments from the Industrial 
Trust Fund yield('<l a full return t^xcept in one case, viz., a 
glass factoiy. 'I'lu* State invested lls. 30,000 in the concern but 
it went into li(|ui(lation. Among the, large-si/cd industrial 
enterprises financially assisted, tlic Shababad Cement Works 
may be mentioned. It was heljKid with a loan of Rs. 12 lakhs 
at 8% interest. It soon rose to a flourishing eondition. As 
regards small industries, fairly good rectoveries were made 
e.xcept in a few instances wlici’c the valuation of the land given 
in security w-as defective. I’lie amount lent to these industries 
totalled in 1933 nearly Rs. 5 lakhs, of w'bicb mom than half was 
recovered.* 

Barodn : 

The history of State-aid to industries iu Baroda dates back 
to 1891 when a sum of Rs. 1,50,000 was set aside for granting 
loans to small industries. The amount was subsequently 
increased to Rs. 3 lakhs. During the Swadeshi movement, when 
new industries were started all over the State, tlie Government 
liberally assisted every venture in every possible way. In 1906 
the Departnuait of Industries and Commerce was organised and 
rules were framed to grant loans to industries two years after. 
The Bank of Biiro<la was established about the same time. The 
Bank was ox 2 )Ccted to grant long-term loans to industry but this 
expectation was not fulfilled. In 1915 the Government set aside 
a sura of Rs. 15 lakhs for loans to new industries at low rates of 

1 AriicYe by Mr. B. A. Collins, op, cit. 

» of the Tniliistries (?onfcrencr, held in Simla, July, 1988, p. 28. 
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iiiivrctit. The JSank of liaroda waa also naked to advance Juans 
(0 ijjdiistrialists ou the condition tliat tiio Stale Wfmltl ^ilact wiiW 
ilie Bank an wiviWakul ainouni al a lo'wer taVv tA \nvwtv,\. Vi 
meel tBe risk asaumeA \)>’ l\ie Bank. The eoiunnstthm lecwvtA 
by the Bank for tlie risk it umlerguea in fiiittiiciug industry witli 
long-term loans amounts to 1^%. TJic exijeriment was 
round to be highly successful. The loss of State money was not 
iU all serious. Out of a sum of Ks. 20 laklis only Ks. 43,000 
were lost up t4» 108:}, excluding one case when a debenture loan 
of Rs. 10 lakhs was given to a cement works,' 


Gwalior : 

In the Stale ol Cwalior the Durbar granted, besides 
many concessions, direct financial aid to industrialists in the 
shape of debenture Joans. 'I’he cotton mills I'eceived as loans 
from the (lovcrmneiil a sum of Rs. Jil laklis. The loans were 
made out to four mills as follows ':— 


fjakhs of Its. 


1. Jay«jec lt«o Cotton Mills, Owalior ... IH 

2. Bijiod Mills, Ujjuin ... ... 8 

a. XiiKur All Mills, Ujjniii ... ... ,") 

4. tiipra Mills, CjjHiii ... ... a 


Total ... :« 

According to the Trade Member of the State, the results of 
State-aid to the weaving industries wen* quite satisfactory 
in Gwalior. But in the case of smaller industries loans amounting 
to Rs. 10 lakhs had to lie written off. 'I’he investment of 
Bs. 22 lakhs in the two State-owned factories of ixittery and 
leather was also unsatisfactory owing to Jajiaucse competition." 

Travancorc : 

In Travancore State, a sum of Rs. 50,(MK) used to be pro¬ 
vided every year in the budget, for the encouragement of small 
industries. The Director of Industries was ])ermitted to grant 

> Proceedings of the Industries Oonfnrence held in Simla, July, 1088, p. 28. 
See also Article by Mr. Golline in Capital, Supplement, op, cit. 

* Fnoeedinga of the Indnetries Conference held in Simla. Julv. ]983. p. 28. 

« Ibid., p. 27. 

28—1780 B. 
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» hirther refereuco to ii,., 

(..neniiiii • ri,,. 

valutnl M 10 :t wrtion of tin' f^lnuv cnpiul „/ 

(rovcriiiitcnt ^ • i 

.u«»r f«c..,.rv .■■■.mo 1- "..rk fe.W^ 

llie (Toveriiniciit for lotuis ns they weiv hnni hit by the prevsuhn^ 
ecoiioiiuc de|)ri‘ssion jiikI ii suii) of about Rs. p)(), 0()() was 
Htuictit>in?(l ill . All I luJiistriiil J#c)iiiik Rt^f^uhition was 
passed in the siuiie veai witJi a vicv\ to pmvidiu" funds for 
granting loans lo coUage workers as wel' as to large-scale 
industries. According to tlie Director of Industries of the State, 
the exiierience of loans granted on the si'curity of projx'rly was 
not unsatisfactory'.' . 


i Proceedings of the Induetrips Conference held in flimla, 1088, pp. 22-SI8, 



CHAPTER Vlll 


StATK-AI1> to InDI'STRY AHROAD IX THK ^ KARS AFTER 

World War 1 

During llu* yrars aft<*r ll>e First (Ircat War, tlic theory and 
practice of Slate-aid l<» industry developetl cousideraljly an<i in 
many <a)unlries came to htriii an integral part of (loverninent 
|xtlicy. There was a doliniU; hreak<lown (»f the policy of 
laisscz-fuirc in iinlustry which dominated so strongly the 
nineteenth century thought and practice. A study of the 

methods hy which and the conditions under which the State 
elsewhere came to assist iiulustry after the War of l‘.)l J-IS will 
prove to Lh' not only interesting but also Jiighly instructive, 
e8{)ecially at the present moment, when aji a'together new |H>licy 
of active industrial development by the State is being enunciated 
in India in place of the previous policy which was in general one 
of lainfiez-fdiri'.' The forms in which State-siid, lM)lh direct 
and indirect, has been furnished are various, all of which do not 
fall within the strid jnin'icw' of our survey. We are concerned 
here only with one such form, direct financial assistance, by 
which we n;fer to assistance in the form of io<‘ins with or 

without interest, subscription to share and debenture ca]:)itai, 
grants, subsidies, guarantee of interest and the like. The 
space at our disposal does not permit us to undertake a detailed 
survey of State-aid to industn- in post-war years in all the different 
countries of the world. We shall confine our immediate interest 
to a study of the policy of State financial aid in the countries 
where legislation bearing a close analogy to the State-aid 
to Industries Acts in India, and possibly inspiring them 
may be found. An attempt will be made to find out how far 

the working of such law's has been attended there with success 

from the view'-point of the economic deve'opment of the countries 
concerned as well as from that of (lovernment finances. Among 
the Commonwealth countries, the Province of British ('olumbia in 


1 OoRiRiuniqQe issued by the Government of India on their future Industrial 
Polioj, dated April 22, 1945. Op. also the declaratioa of the Government of India's 
Industrial Fdlioy on April 6, 1948. 
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Canada, the Stau* of South Australia and tlio State of 
Victoria iu Australia aiv romurkablo lor pluciu^ uu their Statute 
books in the post-war years elaborate Jaws for the provision of 
State-financial aid to industry. It is in the fitness of things 
that a study of post-war State-aid to industry should be concerned 
with a detailed review of the legislation enacted in each of these 
three countries. 

I. The Prnrince of British Columbia (CmadaY 

In the Dominion of Canada, the )>i‘ovinee of British (.'ohinibia 
passed in IhJO an Act entitled “ The Department of Industries 
Act " for the purpose of giving financial aid to industries. The 
aid was to take the form of a loan, guarantee or guarantees of 
securities on approved plans and tln^ ento'prises to be assisted 
were to be such as “ to cncom*age the economic and commemial 
manufacture of the natural products of tlu' province.” 

Plans, siduuitted by representative bodies of returned 
soldiers of British Colujiibia for ]>romoting and providing for 
employment through the establishment »jf new industries and the 
development of existing industries, wer<^ also to be considcicd 
and dealt with.” 

An Advisory (knincil was ap))ointed under the Act by the 
Lt.-Governor in Council, consisting of not more than 7 nu'mbers, 
representative of the commercial, financial, industrial, manufac¬ 
turing and lalxnir interests of the province.' Financial aid in 
any of the forms mentioned al)ove would be granted to any 
))ers{)n, partnei'ship, ass(X‘iation, company or c(>qM)ration by the 
Minister of Industries upon the recommendation of the Advisory 
Council and with the approval of the lA.-(.iovcrnor in Council. 

It will be obstjrved that the (’ohimhia Advisory ('ouncil, its 
composition and its functions closely restimble the Statutory 
Board of Industries in the Indian Acts. The object of such 
assistance was to promote and develop industries and manufac¬ 
tories.* An industrial development fund Avas created C/Onsisting 


' Hotrble Minifiter nf .TndiistrieB and Finance, and the Deputy MinLeicr of 
IndiistrieR, DritiAh Coliiirihia, fnrniBhed Hic writer with the Annual Reporta of the 
Departiiieni o* TndiiHtricR, copieR of the Department of IndnatrioR Aet. 1910 and other 
dociiiiicnU, and a^ao replied to detailed (iiieaUonnaireR. 

2 .'■’eetion 4, Tlif Department of rndnatricR Act, 1919, 0. 84, S. 1. 

S'eetioii 5 (1). 

^ Section 6. 
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of sucli moiiOys us might be appiopriated by or under the 
iiuthority of the legislature for the purposes of this Act and 
all sums received by way of interest on or repayment of any 
advance made by way of loan pursuant to this Act.* 

For the purjwsc of this Act, a i)roviucial Industrial Loan 
not exciHMiing ^ 2,000,000 might be raised or borrowed by the 
Lieutenajit-Govcrnor in Council by the sale of debentures, 
treasury l)ills or notes or by the issue and sale of British 
0olunil)ia SUick under tlie provisions of the “ Inscribed Stock 
Act.” Treasury bills or notes might be renewed and re-issued 
from time to time and the amount outsauding on any original 
or renewed treasury bills, etc., might be converted into debentures 
or British Columbia StcK-k, but so as to be repayable not later 
than the 30th day of June, 1045.“ All debentures, treasury 
bills, British Columbia Stock had to bear interest at a rate not 
exceeding 6% per annum to Ik* fixed at the time of sale and 
to be j)ayable half-yearly and repayable at a date not later than 
the 30th June, 1046.* The Minister of Finance might pay the 
interest uc^c'ruing on all niiouoys lx>rrowed for the |)ur|H>ses of 
the Act out of the consolidated revenue fund. A sinking fund 
might also l i; created for the repayment of every loan under tliis 
Act by annual appiio})riations of money by the Lieutenant- 
Governor in Council out of the gejieral revenue of the province.* 
No financial aid would be granted under the Act unless the 
Minister of Industries and the Advisory Council were satisfied 
about the solvency, capacity and moral hazard of the ap])licant, 
his ability to make a fair profit, the earning powers of bis 
business, the value of the security offered which was to be 
estimated on the basis of productiveness and finally that the 
proposed 'oau was desimblc for any of the purposes of the Act 
and would be of economic bemefit to the province.* 

In the first meeting of the Advisory Council held on 
August 7, 1919, the methods of carrying on the business of the 
Department were outlined. The “ Industrial Commissioner ” 
appointed under the Act was to receive all applications for 
financial assistance. After making a full investigation on each 
application he would present a detailed- report to the Advisory 

> Section 7 (]). 

> Section 12. 

a Section 18 a\ 

« Section 16 (1) and (2). 

* Seetioii 8. 
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CouJicil together with Jiis ivcouiuieiifljitionK for iis coJisifieration. 
TJie rate of iulerest oji ail ItJiins was fixed al p us any extra 
fjiarge that the (ioveriiuieift might have to incur in borrowing 
the money or in making the Joan. When fill conditions 
governing the grant of fi loaji were com])Jied witJi, the amount 
of the loan would he placed in the Jievelopmenl Fund to the 
credit of tin* applicant. .Alter the due registration find 
execution of the security (fiijicrs had been completed, the 
applicani would receive payments from this Fund on voucher in 
accordance with the piir|K»se for which tlie money was loaned. 
Thus the Iteparljiicnt couhl be assured that ii I the moneys 
vo|ied were uw'd solely lor the purposes lor which the grant was 
made and wore .also io.ed in the development of industry.' 

l-j> to the cud of ills! Itcccinher, IhM), *225 applications 
for loans amoimtiiig lo the value of $2,707,41)4.4J were received. 
Out of thesi', only .11) f»p])lications were grante-d, the total amount 
of loans a])j>roved being !p4,i2,*2tH).* During the next year 
(19*20.) the number oi applicatifui.-; rifse to .‘102 ttaalling in value 
$3,044,050. 'I’lic total iiint>unt of loans approved was 
$030,058.48,'' .More tiian 1,000 applications reached the 
Advisory (.louuci! up to the end of ,11)21. Altogether loans to 
70 industrial cfutcerns wt'iv recommended np to the close of the 
year; but ten of these could not comply with the (conditions laid 
down by the Advisory Council and were, therefore, unable to 
take advantage of the tinancial assistance approved by it.'* The 
total loans approved by the Depaitnmnt of (50 concerns up to the 
year 1921 amounted to $J 1,08,658. The loans were distributed 
among iudustrms of various kinds and various sizes. Cordage, 
Toy, Bricks, Saw Mill, lioots and SIkh's, Furniture, Boxes> 
Marine Engines, Ink, Cigar, Buhher Soles and Heels, Pickles, 
Fish Curing, etc. w'crc some of the husinesses assisted under 
the Act. The size of the loan varied from $2,60,0(X) to a Cordage 
Company in New Westminster (Canada Western Cordage Co., 
Ltd.) to $300 to an antiejue furniture concern in Victoria.* 

1 PirRf AiitiiimI Krporf o’* th** Departnieut of IndunirieR, BritiHh Columbia, for 
IliG voar eridin{( JJIst J.*m*inbcr, l^n^). p. 5. 

2 /hid., 1910. p. fi. 

Scrond Anoiiai l{e|K)i'l o tin- Dqiartinent of fridustrieB, Britiah Columbia, for 
the year ending <11 et Dec'ombor, 19*20. p, 5, 

* Third Annual Tteport or tht» Department of lodnatries, Britiah Columbia, for 
the year ending dUt De(*.cmbor, 1921, p. 5. 

^ Hiird Annual Keport or the Department of Induetriee, British Columbia, for 
the year ending diet December, 1921, pp. 26-27. 



STATE-AID TO INDUSTRY ABROAD 


221 


In view uf the prevailing industrial depression, the granting 
of finaiiciai assistance to industries had to be considerably 
curtailed in 1U2I. It was held that llu; establishment of new 
enterprises was not desirable when tlie industries alnaidy 
assisted were struggling to secure order. 'L'lie Advisory Council 
decided to susjk'IkI the gi'anting of furtlier loans except to 
industries in which the i)e])artment had already an interest or 
those previously under adviswnent by the Board. 

As regards the hnancial results of the slate-aid granted 
under the Act, it is seen that at the end of 1U21. the industries 
assisted by the Dc^jartineni were in arrears as follows ‘ : 

rriiicipiii ... ... 

Interest. ... ... 00.137 

Total ... $05,080.04 

Six enterprises repaid their loans in full, the total amount 
lading $24,8(X).® 

The re|)ayinonts (»f jaineiptil and ijih'n'st were rendered 
difiieu t not only by the general industrial dejiression prevailing 
at the time but also liy the fact that in niany instanc(?s they 
came at t(«) scK)n a |s*rio<! after the laniieliitig of the enterprise 
to admit of j)roper development of tlu- indnsiry. Under the 
advice of the Advisory Conneil, tlu- ^linistcr of Industries 
granted extension of time in regard to the re})aYment of Irotli 
principal and interest in the undertakings “ where the persons 
connected with the business were shoiving a determined effort 
to fairly develop their enteqjrise without seriously impairing the 
security held by the Department. 

Appreximately the sum of 2 million dollars was advanced 
by the Dejiartinent under the Act up to the year lt)3M when the 
Act was rescinded.' The Department remained in existence 
only for the purpose of winding up loans that were still 
outstanding," As regards the working of the Act we can do no 


* Third Annual Keport o' the Doparlmont of Indnstrirs. ’Pritiah Cohnnbia, for 
the year ciidiiif; Slat December, 1021, p. 5. 

3 Third Annual Kefmri. op. ait., p. 28. 

» Ibid,, p. 6. 

* Sonrcct: Tjetter to the writer from the Deputy Miniater of InduBtripa, Britinh 
Columbia, dated 7th March, 1034, replying to a quest ionnaire framed by the author. 

* Source; Letter to the writer from the Hon’hie Minister of Industries and 
Finenoe, British Columbia, dated 32th December. 1,983. 
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better than quote tJie following words from u letter of Uie 
Deputy Minister of Industries of the 1 rovintc of ^ British 
Columbia to the writer, dated ibe 7th March, l‘J34: I have 
no hesitation in siiying that the Department has filled a ver^ 
im]X)rttint pan in the nphuildiug ol iinlnstiv in the liotince ol 
British Columbia and while eertain loans madf.- have not been 
repaid and never will he, theiv is no doubt that the loans so 
made were fully juatilicd and taking the Act as a whole 1 might 
state that it has iM'en very satisfactory. 

11. The StaU of Victoria ' 

The Govermnem i*f Victoria iAustralia) passed on the 110th 
December, 1010, an Act called the Primary Products Advances 
Act of 1919 (No. HOOKt to prt»vidc lor making advances to 
companies for the purjwses ol undertakings tor dealing with 
certain priinarv produetH.” Tl»(' undertakings reterred to in 
the Act might he ‘ 

(1) Ahuitoivs nnd fivi'/.iiig works, ciiihiiig chambers and 
cool stores for meat; 

(2) Cool storage for fish; 

(M) Factories for ih<' manufacture of canned fruit, dried 
fruit or jam; 

(4) Flax Mills; 

(5) Tobacco curing sheds and 

(fi) Fruit works. 

The undertakings included the land upon which any works 
in connection with them were built and all buildings, erections, 
offices, conveniences and machineries in connection with them 
together with any additions or extensions. Applications for 
loans could be made by conijiaiiies for constructing works, 
purchasing and installing machinery, acquiring by purchase or 
extending or adding to any such vvorks or machinery and 
purchasing any land required in ennnection with any such 

' 1'hp Dirci'tor of .linanre. State Troasiiry, Victoria and tlie Dinctor of 
A^ricuHure, Victoria, replied to a ilnfailed quoationnairc and fumiahed the writer 
with varioiiB doenmentR relatinrr to the ofieration of lepiRlation aiithoriwing state-aid to 
industry in Victoria. 

8 The ITimary Pr^fdiicts Advances Act, 1910 <N. flaSft), See. 2. An Act called 
the Primary Products Advancee Act, 1020 (No. 3068), was psaaef] on the 28th 
September. 1920, to amend certain provisiona of the Act of 1010, 
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uudertakiugs as mcjutiuned above.' Iso loans under this Act 
should be granted to any company unless a three-fifths majority 
in number and value of the shares in the company wore lield 
by bom fide shareholders or members thereof being persons 
engaged in the production of any primary products supplied to 
llie xmdertaking of the company.® 

Eveiy company applying for a loan should have to lodge 
with the Minister a deposit of at least iBlO per cent, of the 
amount of the loan applied for. The sum would be returned in 
the event of the loan not being granted but would be applied 
towards the repayment of the loan, if it were granted." The 
amending Act of 1920 authorised the Treasurer to dispense 
with or reduce the amount of de]K)Bit on applications for loans.'* 

All applications should supply a .statement to the Minister 
setting forth the folloxving *:— 

(1) a copy of the company’s nicmoranduin and articles of 
association; 

(2) evidence of its due registration; 

(3^ a description and map or plan of the locality where the 
works or proposed works in connection with the undertakings 
were or wcit. intended to ho constructed: 

(4) the situation and cost or estimated cost of the site or 
proposed site of the works and of any other land purchased 
or proposed to be purchased in connection with the under¬ 
takings; 

(5) the nature and cost or estimated cost of all buildings, 
machinery and other M'orks erected, installed or constructed for or 
in connection with the undertaking; 

(6) the period within which the company desired advancos 
to be made and the instalments thereof required ; 

(7) any other matters as might be required by the 
Minister. 

These applications were to be referred by the Minsiter to 
the Director of Agriculture and the Secretary for Public Works 
for report. When the reports would be presented to the Minister 

^ Hie Primary ProdiictB Advaocee Act, 1010, Bee. 8. 

* Beetion 4. 

* The Primal^ Products AdTauces Act, 1919, See. 5 (2).. 

* The Primary Products Advances Act, 1920 (No. 8068), Section 2. 

* The Primary .Producta Advances Act, 1019, Section 5 (1). 

29-1789 B. 
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he was to consider ciii-efiilly whether there was a reasonahJe 
probability of the iinderlaking being carried on successfully and 
whether the buildings and inachineiw were of a character and 
description projx'rly siiite<l to tlic pni'iwses for which they wen* 
intended.’ If he was saiisliwi about these jiuints, and decided 
that the loan should he granted, he would have to submit the 
{ipp'icution together with all documents connected therewith Ui 
the Treasun*!-. ’riu* 'IVeasurcr in his sole discretion but with 
the approval of the (lovernor in Council might grant a loan to 
the euwpanv under the Act out of any mono'vs legally availahle 
for the purjiM)ses. The IVeasuner also would decide as to the 
terms and conditions of the loan.” The amount of the loan 
miglit be paid out (*iiher in one sum or in several instalments 
and should be repaid at such time and in such amotmt and with 
interest at a rah* determined by the IVeasurcr.* An agreement 
was to lie entered into between the borrowing company and the 
Treasim'r in the name and on liebalf of TTis Majesty, specifying 
the terms and conditions upon which the loan was granted, the 
manner in w-hich advances were to he made, the timi* and the 
amount for repayment and the rate of interest'. For the 
purpose of seenring the repayment and the loan and interest 
and all moneys which, by tiu* Act, the company was required to 
pay to the Treasurer, in the same agreement the company 
would also have to execute or cause to he executed or undertake 
that it would, whenever called upon by the Treasurer, execute 
or cause to be e.xecuted at its own cost and to the satisfaction of 
the Treasurer in addition to such other securities as the Treasurer 
thought fit (a) first mortgage to His Majesty over the 
undertaking and I he works and all sneh other property and 
assets and uncalled capital whatever of the company as determined 
by the Treasurer, or, (h) an assignment to His Majesty of all 
e-ontracts and all right, title and interest to and in all such 
machinery and all such other property whatsoever purchased or 
contracted to be purchased up to the time of the payment of the 
advance or of each respective instalment of the loan and all such 
assets and uncalled capital whatever of the company as determined 
by the Treasurer.* 


* The Primary Products Advances Act, 1919, Rise. 6 (1) and (2). 

* flection 7. 

9 flection 8. 

^ The Primary Products Advances Act. 1919, flection 9 fl), 
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The effect of the execution of such assiguincut would l>e 
that His JMajesty should be deemed to have a first mortgugo and 
charge in priority to every other person over the machinery and 
other projjerty, assets and UJicalled capital, the subject-matter of 
the assigmiient, to secure the repayment of the money adxaiieed 
by the Treasurer. Again all such moJieys should be spent in 
accordance with the agreement and no instalments should be 
paid to the company unless all itrevious instalments had l)(!en 
properly spent.* 

To enforce or satisfy the rights of His Majesty under such 
assignment or mortgage, His Majesty should have full right and 
authority to enter u|X)u any land whatsoevei* and to whomsoever 
belonging and to remove Iherefrom any machinery or other 
property or assets, tlic sul)jcct-matter of such assignment or 
mortgage, and to do all other acls and things deemed necessary 
by the Treasurer.* 

When a company obtained a loan under this Act which was 
utilised either wholly or partially in the purchase, erection or 
construction of buildings, machinery or any kind of perishable 
structure, it should pay every year, by way of a depreciation 
fund, a stun of money not exceeding Md per cent, of the cost of 
such buildings, etc., into a Trust Fund until in the opinion of 
the Treasurer tlu* halancc; to the credit of such fund was sufficient 
to cover the total cost of replacing tlu^ said buildings, machinery 
or perishable structure. The money standing to the credit of 
such fund should be available and i>e used for such repairs to or 
renewals of the said buildings, machinery or perishable structure 
as might be authorised by tlie Treasurer.* 

In lieu of payments in res|iect of depreciation the ^J’rcnsurcr 
was empowered by the amending Act of 10*20 to increase in 
every year, the amount the <?ompany was reejuired to ivpay under 
Sec. 8, by such sum as he thought fit but not exceeding by £5 
per cent, of the cost of the said buildings, etc.* All works 
(properties, real and personal, all additions and improvements 
thereto) of the borrowing company must be kept insured against 
fire to their full insurable value with some Insurance Company 

1 Section 0 (8) and (4). 

> Section 9 (6). 

s flection 10 (1) and (2). 

* « ETeiy aneh additional Bum wae to be paid in half-yearly instalments. 

Depreciation Fund was not required also, provided the IVeasnrer directed, where a 
loan granted nnder the Act to a Company was to be repaid at a date not more than 10 
yean after the grant, Section 4, The Primary Products Advances Act, 1920 (No. 8068). 



INDUSTRIAL FINANCE IN INDIA 


m 

approved by the Treasurer/ A company whicli obtained 
iinancial assistance under the Act must furnish to the licasurer 
every year a balance-sheet in such form and containing such 
pHrticulars as approved by tJie Aiidiloi'-CreueruL The Treasui'er 
had power to inspect and control the construction works as well 
as to examine books and docuiucnls and demand information 
which must bo supplic:d within 14 ilays ndaiing to the business 
of tbe company. He might also rc(]uijc any information 
furnished to be veritied on oath by such Directors, Managers or 
other ])rincipal oliicers as thought lit by him. He had also the 
power to prohibit any action of tire company which in his opinion 
was contrary to the provisions, meaning and working of the 
Act or the agmement, order the company to take any action and 
direct it to renew or repair its plant or machinery.* 

In case of default on the part of a borrowing company, 
the Treasurer should give notice in the Government Gazette 
and in some other newspapers circulating in the neighbourhood 
of the undertaking of his intention to (Uiforcc compliance with 
the provisions of this Act. In the event of the default continuing 
even after the expiration of 14 days fi’om the date of such notice, 
the Treasurer would appoint some person on his behalf to enter 
into full and absolute ix)Ssession of the undertaking and the 
Avorks and all other proj)erty of the (iompany, and also to manage 
and conduct the working of the same, would appoint necessary 
managers, officers and servants and continue in such possession 
so long as the default continued. Such person apix>inted by the 
Treasurer would not only exercise some or all of the powers 
possessed by the Directors, etc., but also if directed by the 
Treasurer w'ould cause' Hm* undertaking, the works and other 
))roperty to be sold by jmblic auction or tender or private contract 
and the moneys thus realised should in the first place be applied 
toAvards extinguishing any existing liabilities of the company to 
the I'reasurer.* 

In addition to the usual payments to be made to the 
Treasurer, any company receiving an advance under tbe Act 
should also pay every year such sums as would be deemed 
necessary by the Treasurer to re-imburse the expenses of the 
State in the carrying out of this Act or any agreement entered 
into with the company.* 

1 Tbe Primary Products Advances Act, 10J9, Siection U. 

2 Section 12 0)-(5). 

^ The .Primary Products Advances Act, 19!9, Section 1.2 (6). 
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Tile unpaid umuuut ol auy adVance or any iwrtiun thereof 
should with interest remain a first charge on the imderliiking, 
works, land and pro^ieriy and the prolits, assets aud uncalled 
capital of the company. No i)rolits, dividends or l)onuses could 
be divided among shareholders of the company in any year until 
ail amounts previously due aud payable pursuant to the Act had 
already been paid to the Treasurer.' 

Any conipaiiy which obtained a loan under tlie Act might 
with the Minister's consent enter into an agreement with the 
Board of Jjand and Works to Jiave any weirks in connection with 
tile undertaking ei'ccted and equipped l)y the said Board at its 
otvn expense." 

All liabilities of the company to the Treasurer should l)e a 
crown debt and all payments and remedies, tliereforc, would be 
enforced in the name of His Majesty against the company and 
its assets in priority to all oilier persons." 

The I’rimary Products Advamies Acts of 1919 and 1920 
have since been repealed and the powers conferred under them 
have been vested in the State Savings Bank Commissioners of 
Victoria.‘ According to the State Savings Bank Act of 1928 
the business of the Commissioners is to be carried on in two 
separate and distiiurl. departments—the State Savings Bank 
Department and the Credit Foncier Department. In the 
Foncicr Department the Commissioners have been empowered 
to issue from time to time debentures iiayablc to bearer for the 
pur|)ose of making advances or loans and providing dwelling 
houses.® The due jiayment of all debentures and of credit 
foncier debenture stock and of all interest thereon has been 
guaranteed by the Government of Victoria. The total sum for 
which debentm'cs and debenture stock may be outstanding and 
unredeemed has been limited to .^29 million.® The loans may 
be granted to :— 

(1) companies for undertakings dealing with certain primai’y 
products,^ 

* Tlje rriinary ProduclB AdvanevH Act, 1910, Section 14. 

a Section 16. 

» Section 16. 

^ SourceB : Letter to the writer from the Director of Finance, State Treasury, 
Melbourne, dated the 28th April, 1034, in which lie replied to a questionnaire. Letter 
to the writer from the Director of Agriculture, Victoria, dated the 16th March, 1034. 

An Act to consolidate the Law relating to the State Savings Bank of Australia, 
J2th February, 1029 (No. H777), Section 60. 

* Ibid., Section 70. 

T Division 7, Sections 1X6-20, No. 8777, Part HI. 



IDDUSTBIAL FINANCE IN INDIA 

(2) companies in connection with ceitain industries in 

country districts/ 

(3) companies I'or “ stores. 

As j-egards the ioans to he granted lor undertakings dealing 
with certain primary jirodueis, the main provisions of the 
Primary Products Ailvanees Acts ol LUIU and 1U20, have been 
embodied with slight nilKli/ic■alion^ in tlie Stale Havings Act of 
1928. All the powor-^ of the Slate 'rivasurcr in the original 
Acts have been translerrod tt) llic Savings Bank ('oinmissioners. 
Among the provisions applying to a eoin|iany which has received 
loans, there is foiiiid to he an additional siib-soctiou that shares 
in the company must not he transfonvd nithout the previous 
consent in writing of the Cuiuinissiumrs. All transfer of shares 
in contravention of this prot iso will ht; null and void. 

In the case of any loan granted to a company by the 
Treasurer of "Victoria under tlu? Primary Products Advances 
Acts of 1919 and 1920, jm.'viously in force, the said 'J’reasurer, 
notwithstanding the rcixial of any sueli Act, may advance any 
instalment of such loan and may grant further loans to such 
company pursuant to the provisions of tlic Acts under which 
the original loan was granted and, until the original loan and all 
such further loans are with interest unpaid in full, may exercise, 
all pow'ors given by the Acts applicable to the circumstances of 
the particular case and may by agreement with tin' Commissioners . 
arrange for the recciiti, collwtion and recovery by the 
Commissioners for and on behalf of himself of ail repayments 
with interest thereon ajid of any other moneys due and owing to 
him in connection with the loan. For the inirpose of carrying 
any such agreement into effect, the Commissioners may demand 
and receive from any company or person all moneys including 
repayments with interest thereon due and otving to the said 
Treasurer. Whenever such moneys remain unpaid, the 
Commissioners may “ commence and prosetmte all necessary 
and lawful powers, remedies, actiotas, proceedings, means for 
the recovery and getting in of the same to the same extent in 
all respects as the said Treasurer would have been authorised 
or entitled to do if such agreement had not been entered into.*’* 
The Treasurer and the Commissioners have both been empowered 
to waive the rights to enforce against the stock-in-trade and 

1 Dmsion 5, Sections 96-UO. 

2 l>ivi8ion 6, ESections 11-16. 

3 Bute Savings Bank Act of 1928, Section lid (1) and (SO. 
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uncalled capital of the company any claim in respect of a iuuti 
or a charge created by the Acts/ 

The loans granted under the Primary Products Advances 
Acts of 1919 and 1920 up to 30th June, 1933, amounted to 
^6331,154-10-2. These loans were granted on terms from 
6 to 10 years, the average period being 10 years." The loans 
were distributed among various Companies as follows “:— 

£' «. (7. 

(a) S Moat Freezing Comi)anios ... 2.61,0(10 o 0 

(()) 2 Bacon Curing Companies ... Sfi.olA) 0 0 

(cl 1 Butter Cool Storage Company ... 10,6(19 18 11 

(d) 2 Fruit Processing Companies ... 22,u64 0 3 

Total ... 3,31,lo4 10 2 

The rates of interest varied from 5.}% to 7%. From Isi 
July, 1932, rates of interest excc(e(ling 5% were reduced to 5% 
for a period of three years. 

As regards the (|uestion whether the working of the Acts 
has been siiecessfol, tlie Director of Finance in replying to our 
questionnaire wrote to us: “ Whilst the aid given by ll.'i' 

State has a certain economic, value, the working of the Acts 
from the point of view of Orovernmejit finances has not been 
very satisfactorj’.”^ The total amount outstanding on 30th 
June, 1933, was .£2.58,890-4-3 made up of as follows *:— 

£ 8 . d. 

1. Interest ... ... ... 73,101 8 0 

2. Redemption ... ... ... 1,26,104 Kt 10 

8. Interest penalty for late payment of instalment 30,,'>04 0 H 

Total ... 2,58,800 4 3 

III. The State of South Australia * 

Another instance of post-war legislation providing for 
State financial aid to industry is found in South Australia. A 

1 Htatr. flavinffB Bank Act of 1928, Sipction 115. 

® Bourc*e : liOtter to Ihc wrifer from Hie Diroctor of Finance, State Treasury, 
ACelboiirne, dated the 28th April, 1984. 

® Finance Statement, 1982-88, p. 1,41. 

^ Source : Letter to the writer from the Director of Finance, op. otf, 

® Finance Statement, 1082-88, p. 141. 

® All the State documente need in the preparation of thifi section were obtained 
Irom the Hon'ble Minister of Agricnltnre, South Anstralio, who also replied to a detailed 
questionnaire. 
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“ Loans to Producers Act " was first passed in 1917 which uus 

subsequently mended in 1019,1921,1922,1924, 1925 and 1926. 

PinaVly in 1927 all these Acts were repealed and a consolidated 

kcl tnMlM “ lioaus to PtoAuceis Act, 1927 ” was passed 

\,5 fc « A®ttalian to— 

-» U,MofAgne.n,^, 
the Director of Agriculture, llio Agiiouituiiil Inspector, tlit 
General Manager, Produce Dcpartwenl mid Under-Treasurer 
was appointed to deal with and report iijHin applications for 
assistance under the Act. Since the eshihlisJimcnt of the State 
Bank of South Australia in 1925 llie administration of the 
Loans to Producers Acts has laien handed over to the Bank and 
all applications for loans have to be made to it. The Regulations 
made under the Loans to Producers Acts (U)17-2fi) empowered 
the Bank to make loans on pres(;rihcd security to two classes of 
borrowers: (a) Co-operative Societies, registered' under the 
Industrial and Provident Societies Act of .1804 f)r of 1023, 
engaged or about to engage in rural production, and (b) 
Landholders.* The object was the encouragement of rural 
production and effective land settlement. All applications for 
loans under the Act by Co-operative Societies, or Ijandholdcrs 
should be made in their respective prescribed forms. These 
applications were to be supported by a statutory declaration by 
the Secretaries to the Co-operative Societies and the Landholders 
themselves.* Any deed, certificate of title, lea.se, agreement or 
other document which might be required by the Bank would 
have to be produced free of charge by the applicant. 

The Bank was em]K)\vered by the Act to grant loans for the 
folloAving purposes *:— 


(a) the erection of cool stores, 

(b) the erection of factories for jam making and for 
canning, drving or otherwise preserving fniit or 
vegetables, 

(c) the erection of fruit-packing sheds, 

(d) the erection or purchase of butter, cheese or bacon 
factories, 


1 Begalation No. 7. 

* Begulations 2 and 4. 
9 Bognlation 6. 
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(e) the purchase of fruit-grading machinery, 

(/) the erection of silos, 

(g) the erection or purchase of any shop or market for 
the sale of any rural products, 

(h) the sale, whether by wholesale or retail or the 
preparation for sale, of any rural products, 

( 7 ) clearing scrub or timber on land held under lease or 
agreement from the Crown, 

(k) fallowing land held under lease or agreement from the 
Crown, 

(/.) the erection of wineries or distilleries, 

(»i) the making of additions to such cool store, factoiy, 
shed, iriachineiy, silo, shop, market, winery, 
distillery, inigation plant, barn or shed, 

(n) the re])uyment of ajiy loan (not being a loan under 
the Act) raised or used for purposes similar to (a)-(fc), 
( 0 ) the installation of irrigation plants, 

(p) the purchase of any cool stores, factory, shed or other 
building, 

(q) the erection of barns or sheds for the curing or 
treatment of tobacco. 

The purposes for which loans might be made under the 
Act were divided into Class A and Class B. Class A loans 
might be made to co-operative societies only and included (a), 
(6), (c), (d), (e), (gr), (h), (1), (m), (n), (p), and (q). Class B 
loans, which included the purposes set out in (/), ( 7 ), (/>') and 
( 0 ), might be made only to land-owners.* 

The period of Class A loans was fixed at 18^ years unless 
otherwise determined by the Bank. For the first six months 
of the currency of the loan, interest at the prescribed rate 
should be paid and the repayment of the principal money and 
the interest ac<iruing thereon should be made in 3f> equal 
semi-annual payments, the first of which would fall due on the 
first day of the 13th calendar month from the making of the 
loan. Of Class B loans, those for the purposes of (/) and ( 0 ) 
should be for 12 years. As regards the former, for the first 
six months of the currency of the loan interest at the prescribed 

* BajpilattoM 7 ud 8. 

S0-178SB. 
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rate should be paid and the repayment of the principal money 
and the interest accruing thereon should be made in 14 equal 
half-yearly payments. As for the latter, interest on the loan 
should be payable half-yearly for the first two years of the 
currency of the loan and repayment of the principal money 
and the interest accniing thereon should be made in 20 equal 
half-yearly instalments.* 

Every loan to a Co-operative Society should be secured 
by a mortgage over the estate and- interest of tlie Society in any 
land or the building thereon and the Society should, if the Bank 
so requests, in addition to giving a mortgage, grant a bill of 
sale or debentures over all suel) goods and chattels or other 
assets of the Society as the Bank might require. The Bank’s 
guarantee of a Co-operative Society’s overdraft as well as the 
loan to a land holder should be similarly secured.* 

All applications for the loans should pay the cost, wholly or 
in part, of any inspection of land or building in respect to 
which the application for the loan has been made. They should 
also bear the expenses of registration of any mortgage, debenture 
or other security.* 

During 1922 to 1925 when the administration of the 
Acts was made over to the State Bank, the Cabinet, on the 
recommendations of the Loans to Producers Board, granted 
loans to 15 Co-operative Societies amounting to £141,040. The 
loans were distributed among these Societies as follows *:— 


8 Co-operative Fruit-paoking Societies 

£ 

... 89,076 

4 Co-operative Cheese Factories 

... S,028 

2 Co-operative Distilleries 

... 94,586 

1 Producers’ Marketing Society 

... 8,000 


The purposes for which the loans were advanced were for 
purchase of plant and machinery, erection of cool stores and 
packing and grading sheds, building of factories and even 
addition to rooms. Under the provisions of the amended Act 
of 1924, overdrafts of several Co-operative Societies were 

* BegnlaUm 9. 

* BsgnlatioiM lO-lS. 

* Begnlation 17. 

* The data are obtaihed fran {he liat of varioiiB oeneerna OMbted ynr by year aa 
ilwn in the Beporta of the Miniator of Agricnltiire, for the yoara 1999 to. 8). 1998 to. 9). 
1994 (p. 8). ud 1995 (p. 5). 
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guaranteed. The actual overdraft on June 30, 1925, was 
£10,293-7-0 and the amount of guarantee £24,500.' 

The Loans to Producers Act, 1927, was passed to consolidate 
the acts of 1917 to 1920. The same provisions for securing 
the loans as in the original Acts have been made in the new 
Act.* The Loan to Producers fund which was first created 
under the Act of 1917 has been continued under the consolidating 
Act. The Treasurer sets apart to the credit of this fund such 
loan moneys as arc to be provided from time to time by 
Parliament for the purpose, but not exceeding £10,000 in any 
one financial year." All sums received by the Bank in 
repayment of loans are paid to the Treiisurer and form part of 
it. The Bank has been empowered to make loans out of this 
fund to Co-operative Societies and Landholders for nearly the 
same purpose as before.■* The guarantee of the repayment of 
advances by another bank to a Co-operative Society in the form 
of an overdraft has also been pmvided for.' In case the loans 
are not carefully or economically 8i)ent, the Bank may stop 
payments of the instalments and may immediately recall the 
entire amount lent." If a loan under the terms of the Act 
remains unpaid for 3 months after it has become due for 
payment, the Bank may enter utxm and take possession of the 
land upon the security of which the loan has been made and 
may sell the estate or interest of the Co-operative Society or 
Landholder by private sale or private tender or auction. The 
sale proceeds should in the first instance be devoted towards the 
repayment of all dues to the Bank including expenses incurred 
by it in relation to the sale and the balance will then be paid 
to the owners.’ The failure to pay interest within a notified 
jjeriod after due date for mpayment should l)e ]>enalised by the 
Treasurer charging a higher rate than the usual one. The 
penalty rate will come into force on the fourteenth day after the 
date of the Government Gazette in which it is published.* 


1 Boport of the Minieter of Agriculture, Booth Australia, for the year ended 8(Hh 
June, 1026, p. 8. 

> The Loans to Producers Act, 1027 (No. 1802 of 1027), 8hciion 8. 

3 The Loans to Producers Act, 1027, Sec. 4 (1) and (2). 

4 The Loans to Producers Act, 1027, Sec. 5 (1) and (8). 

< Sec. 18 (1). 

. • Bee. 0 a). 

V Sec. 18 (1) and (2). 

• Beo. 9 (2). 
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As slrcsdy noted, the State Bank of South Australia has 
been administei'ing the Loans to Producers Act since 1925. 
Up to 1932 linaucial assistance was j^rauted to 22 Co-operative 
Societies as follows ':— 

5 Wineries and Distilleries. 4 Butter and Cheese factories. 
7 Fruit-packing sheds. 1 Producers’ Marketing Society. 

4 Cool stores. 1 Tobacco Barn. 

The loans ha\c usually been granted up to 75% to 80% of 
the value of the seeui'iiy submitted. According to the Beport of 
the Board of Manugeinent of the State i^ank of South Australia, 
1932, u[X!rations under the Acts were confined during the year 
to the matter of granting advances for the 2>un)08c of (enabling 
settlers on the West Coast to clear land on their holdings. 
Loans were approved to J9 applicants covering an areji to be 
treated of 4,(570 acres and involving the sum of .1;2,307-10-0. 
Up to the 30th June, 1932, the sum of ^44,364-11-5 was 
advanced for the above-mentioned purpose. There were 340 
accounts open on the books and the balance outstanding on that 
date amounted to .^227,223-18-1.” 

As regai'ds the financial position and hnancial records of 
the various Co-operative Societies to whicli loans were made 
under the Act, a number of them, it must be pointed out, fell 
into difficulties. During 1924 the Blackwood Fruit Producers’ 
Co-operative Society defaulted in respect to the payment of 
interest on the loan granted to it * and continued to be unable 
to meet its principal repayments during the next year. The 
Minister agreed to d(4cr the commencing date for repayment of 
principal, provided the Society put in new plant to reduce its 
heavy working expenses which were largely responsible for its 
difficulties. Another Society, the Springs Co-operative Cheese 
Company, became involved in serious financial difficulties and 
bad to go into liquidation in the year 1926. According to a 
Report of the Minister of Agriculture, a great deal of the 
difficulties experienced by the borrowing concerns was due to 

1 Source: Letter to the writer from the Hon'ble Miniater of AgricuUme, Booth 
Australia, dated the ]lth December, 1983, 

> Report of the Board of Management of the State Bank of South Australia for 
the year ended 80th June, 1082, p. 5. 

* Report of the Minister of Agriculture, South Australia, for the year e nd ed 
soul June. 1924, p, 0. 
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the failure to keep proper books and to the employment of 
unqualified auditors to audit the books. ‘ In 1925 a provision 
was included in all mortgages under the “ Loans to Producers 
Act ” that within 30 days alter the end ol each liiiancial year 
ul the Society, a duly certified and audited statement by a 
public accountant, approved by the Minister and in such form as 
might be required by him, should be submitted by the Society. 
With the object of building up cash resei’ve funds, provision 
was also made for the Societies to set aside annually a sum 
eciual to I % of the iuuu which amount would have to be 
expended in a manner directed by the Minister. The money 
would remain the ])roixu’ty of the Society but could not be 
expended except with tiie IMiiiister's consent, the object being to 
build up a fund fi'oni which any unusual renewals or slight 
extensions to the building or plant could be effected when the 
ordinary funds at the disposal of the Company were inadequate 
for the purpose. A further provision to the effect that the books 
should be kept in accordance with the instructions of the 
Minister would, the Government believed, doubtless lead to 
better protection of its interests. 

The general position from the financial as]:)ect of the 
operations under the Act on 30th June, 1925, is indicated in the 
following statement submitted by tlie Chairman, Loans to 
Producers Board *:— 



£ 

8. 

d. 

Amount advanced up to 30tli June, 192;“) 

... 124,075 

17 

S 

Bepayment of Principal 

6715 

18 

0 

Arrears of Principal 

797 

16 

6 

Amount of Interest paid 

6,819 

5 

10 

Arrears of Interest 

958 

7 

6 


The revenue account as given in the Reix)rt of the State 
Bank of South Australia shows operations under Loans to 
Producers Acts since commencement to 30th June, 1932 * :— 


I Beport of the Minister of Agriculture, South Australis, for the j&tkt ended 

80th June, 1985, p. 8. 

s Beport of the Minister of Agriculture. South Australia, for the year ended 

80th June, 1025, p. 8. 

s Beport of the Management, State Bank of Bbnth Australia, for the year ended 
80th June, 1089, p. 16. 
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£ t. d. 

'to inteieal oh»i]ged by 77,107 3 6 

•fi* M. SVeasaiy. 

'vtiiiiuoBt ... %,'avs 5 10 

AdministratiTc expcmri) <* ’’ 

notation charges written off OSI 19 S 
Suiplus ... ... '2,!2t>7 0 a 

i! ecjorn 7 U 


^ *. rf. 

J{f’ iotemt nceivabk 86M) 8 6 


lii’tii At-auiint ... 16 9 ff 

£ 86.067 7 11 


As regards the question whether the working of the Acts 
has been successful, we can do no better than quote the following 
lines from a letter to the present writer from the Secretary to 
the Minister of Agriculture :— 

“ Although losses have been incurred through certain 
co-operative societies going into liquidation, the rural producer 
has been considerably benefited from the establishment of the 
co-operative societies.’’ ' 


IV. Spain* 

Spain offers an outstanding example of a European country 
which enacted in the post-war years a most elaborate piece of 
legislation for state-aid to industries. On April 30, 1924, 
a Eoyal Decree as to state assistance for industry was passed 
replacing a similar law of 2nd March, 1917, which had ceased to 
operate on 31st December, 1922.” The industries to be assisted 
under the terms of the Decree were ail agricultural and stock- 
raising industries, mining, steel and metal works, factories, 
industries for constructing buildings and for making railway 
materia], hydro-electric and electro-thermic works and all 
subsidiary industries. The Decree empowered the Government 
to grant assistance for the purpose of aiding in the creation of 
new industries and the development of those already existing. 
Applications for such assistance were to be made during a period 


1 Letter from the Secretary to the Minister of Agrienltnre to the writer, dated 
the 11th December, 1988. 

s The writer opproached the Consnl for Spain in India (Bombay) and Hie 
Britannic Majesty's Consul in Barcelona for information relating to the working of 
the Royal Decree as to state-aid for industry in Strain. All the information that it has 
been possible to secure has been presented here. 

s See Report of the Committee on Industry and Tkado—Survey of - Ovenaas 
Markets, 1926, p. 92. 
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of 3 years from 2nd May, 1924, the period to be extended for 
further 3 years on the recommendation of competent authorities. 
According to the provisions of the Decree, the following 
industries were entitled to benefits under the J icjcne : (a) new 
industries, i.c., industries which had for their principal object 
the supply of Bpauish natural products and whicdi were as yet 
ium-cxistet\t or not fully developed, (h) existing industries 
whose production w'as suflicieiit in (piantity or quality to supply 
the normal demand in the country, (c) industries wdiosc surjilus 
production was cxiwrted. Industries connected with national 
defence were to receive preferential consideration. 

The applicants must he Spanish firms and must comply with 
the follow’ing rules :— 

(1) In the case of limited liability companies one-third of 

the Board of Directors might be foreigners, but in the case of a 
sole trader, he must Ik: of Spanish nationality as also the 

Managers and Directors . No foreigner might he President of 
the Board or Managing Director. 

(2) 75% of the capital must be owned by Spaniards 

whatever the constitution of the firm or organisation. 

(3) 80% of the office-staff and workman must be of 

Spanish nationality. During the first three years employment of 
foreigners w'ould he permitted in the following proportions : 76% 
during the first year, 50%diirnig the second and 30% during 
the third. 

(4) The fuel, material and fittings used in the installation 

and the articles employed by the protected industry must he of 
national production excepting when they had to be acquired 
abroad for technical reasons or owing to a difference in cost 
exceeding 16% or on account of proved* urgency or when 

production in Spain was insufficient to meet the requirements 
of the country. 

The state-aid furnished under the Decree w^as to take the 
form of (a) privileges, concessions or other advantages without 
direct ec/onomic assistance, or (6) loans made in conjunction 
with the Banco dc Credito Industrial. 

These benefits were to apply to new industries and existing 
industries where production was insufficient to meet the normal 
demand in the country. New industries might he given a 
guarantee of minimum interest on the capital invested in 
them, but then a loan would not be guaranteed in addition. 
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Louis under the Jteiw were to l» rffected through the 
Bunco do Credito industrial for jieriods up to IS yeura. The 
total amount lent was not to exceed 150 miJliou pesetas. 

In order to favour tlic establisliuiciit ol large industries for 
which the above provisions did not pnivide sufficient inducement, 
a state guarantee of interest might he granted. This guarantee 
was only to he available for (*nlerprisps Cftnsidered to be of 
national importance. The rate of interest jjrovided was 5%. 
The guarantee w'as applicable .solely to cn])ital issued and paid up 
and would cover a jMjriod not (‘xceeding 8 years. The maximum 
sum allotted for this class of payment was 10 million pesetas per 
annum. In the case of larger industries of national importance 
the capital on which interest was guaranteed might bo composed 
of shares and debentures to the extent of one-half of the total 
and only 25% of these shares and debentui'es could Ihj transferred 
abroad. An industry protected by a State guarantee of interest 
which was in a })Osition to pay over 0% dividend on its shares 
must surrender half the profits earned in excess of this dividend 
to the State. 

It was a condition of any concession that the position of the 
applicant industry should he declared and methods of works and 
machinery must be of modem character. In the case of a new 
industry an exclusive grant of assistance might be made for 
5 years but the concession would be withdrawn if other firms in 
the same industry introduced more advanced processes or accepted 
less protection. 

The Decree further stipulated that state-aid should not be 
given to any industry if that industry was thereby enabled to 
compete with a similar pre-exi.sting industry, and provided 
that petitions might he submitted to the competent department 
by the industry likely to be prejudiced; but such protest must 
be accompanied by proofs that the complainant enterprise was 
being developed on modem lines. 

The Banco de Credito Industrial, founded by the State in 
1920 with a capital of £3,760,000, was used under the provisions 
of this legislation for furnishing long-term loans to industry 
for such purposes as installation of plant and machinery, erection 
of factory, etc. Of every such loan advanced, the State 
contributed 80% and the Bank 20%. Tlie necessary funds were 
obtained by issuing bonds up to a maximum of 150,000,000 
pesetas. It has been estimated that up to 1933 such long-t^m 
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loans made to industry totalled 100 million peset.ih.' Jim i|,e 
|)olicy of state assistance did not prove to be mncli uj 

the industrial borrowers of Spain. The privatf i-anks tiiero 
appeared lo offer less onerous lerins for llieir luiiii-.. rin.iv 
was, lurtlicr, au elaborate process of refereme in xarioirs 
Government departments to which every loan was subjeei, and 
applications had often to await sanction for as long a.s a year. 
All this served to keep aw^ay many would-be borrowers of the 
Bank from taking advantage of the opportunities and the Bank 
unfortunately failed to realise the liigh hopes entertained of 
it. 


V. Japan 

The history of stale-aid to industry cannot be claimed 
to liave been particularly bapj>y in the Western countries. 
Expectations were not fulfilled; financial results were seldom 
satisfactory; and tiu' exjierinieut iu several cases had to be 
abandoned. But altbougb state-aid was not very successful 
in the West, there was at least one country in the East where 
glorious results were achieved. Tliere was perhajis no country 
ill the world, where a more active poliiw of state-aid lo industry 
had been pursued than in Japan; and there was no country in the 
world where state-aid had produced such a rich harvest of 
results. It is difficult to account for the complete success of the 
|M)liey of state-aid in an Eastern country whilst it was a 
comparative failure in the West. Important psychological fac¬ 
tors were probably at the root of the matter. Peculiar Elastern 
traditions, the people’s lack of initiative, their e.xts-enu' depen¬ 
dence upon the Government in every sphere of life, their habit 
of looking up lo the Government for the solution of every diffi¬ 
culty—all these must have favoured the success of the policy of 
state-aid in au Eastern country-' like Japan. The country 
ranked amongst the foremost industrial nations of the world. 
Within a surprisingly brief period she had turned herself from a 
backward agricultural countiy into one of the most industrially 
advanced countries in the world. This amazing industrial progress 
of the country liad, to a considerable extent, been due to the active 


1 “ The Banking Byetem of Bpain ”—an article by H. I/. Dark in Tlic Banl'er, 
June, 1938, p. 169. 

81—1789 B. 
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policy of state-nil! foUoMcd by the Japanese (loveriiinent. 
Whatever might have been the part played by other factors, it 
must be frankly recognized that- it was tlie active (rovemnient 
participation w'hicli had nuuie iwssible ilic greater j)art of Japan’s 
industrial progress. From the earliest times the Crovernment 
had taken an active part in the industrialization of the country. 
The Government had to take the lead; it could not do otherwise. 
The supply of capital was bopeli'ssly inadeipiate for the new 
forms of production and for tin* material e(]uipineut of the 
countiy. 7’he mej-eliani and industiial classes were incapable 
of the great task before them. ITencc (he Government stepped 
in to take upon itsc'f the task of slin])ing and initiating the 
industrial advance of the country. 

“ It decided itself wbai enterprise slioiild be inaugurated, 
it established itself or furuisbed tbo cajntal for their establish¬ 
ment by private companies; it encouraged technical and scienti¬ 
fic training, it imported instnietors from abroad.”' The Gov- 
emraent maintained that initiative even to tlic present times. 
It was not able to withdraw from industry and continued 
to introduce and sufijwrt new industries and assist old ones in 
difficulties. It extended ils aid to the national industries very 
liberally and in various ways. Besides assisting industry 
indirectly by controlling tariffs, etc., it actively assisted it 
directly by granting loans and subsidies. Not only infant 
but also old and well-established industries received Govern¬ 
ment help m this manner. Advances were made to the indus¬ 
tries, cither direct or through banks. As will be seen in a later 
chapter the Government from time to time advanced consi¬ 
derable suras to the Industrial Bank for assisting industries in 
need of finance. As early as 1808 the Government placed 5 mil¬ 
lion yen at the disposal of the Hypothei; Bank for the putpose of 
making loans to industrial undertakings. In 1913 the Govern¬ 
ment advanced to the Industrial Bank 1,35,00,000 yen through 
the Bank of Japan and the Yokohama Specie Bank. Besides the 
loans, private enterprises were often protected by guarantee¬ 
ing profits. Small industries were also not neglected. The annual 
budget regularly included items for the encouragement of small 
industries.* From 1928 onwards the Government made to them 


1 John and Dorothy Orchard, The Nefc Economic Position of Japan (1980), p. 79. 
* Repoil of the Cominittee of Indnatry and IVade—Survey of the Overaeaa Market, 
p. 409. 



StATB-Alb TO INDUSTRY ABROAD 


241 


rei)eated advances at low interest through special banks or tluough 
provincial public bodies.* 

Coming to spccitic industries we find that the sliipljoikiiny 
industry was one of the most iin])ortant industries to leceive (jov- 
ernment assistance from tiarly lim<5 of the moderu jxTiod. The 
policy of subsidising followed under llte j)rc-visions of ihc Ship- 
building Encouragement Act of 1^596 and the Navigatiou En¬ 
couragement Amendment Act of 1899 was to a great extent 
responsible for the rapid development of that industry, iictween 
1890 and 1918 the subsidy paid by the Goverumciit under the 
Acts amounted to 2,27,57,495 yen. During that period Die total 
tonnage of Japanese ships increased by 1,30,000 tons, an increase 
of 57.3% as compared witli the year when the latter Act was 
passed. This rapid iuereusc might not be wholly due to the Act 
but it is understood that Ibis high record would not have been 
established without the subsidy.^ The development of the 
Japanese Merchant Marine was also due to the large measure 
of financial assistance from the State. During 1902 to 1926, a 
total of 297 million yen was paid out to various shipping com¬ 
panies in the form of bounties and subsidies.” Without the 
Government assistance Jaiianesc shipping would not have been 
able to make tlie progress it had made and could have been 
0 {)erated only at a loss to the owners. In more recent times it 
was reported that the Japanese Government w'as considering a 
scheme, put forward by the Minister of Communications, under 
which a subsidy amounting to 10 million yen (^10,00,000 at 
par) to be sjiread over three years w'ould bo paid to shipping firms. 
The money was to be raised by the issue of bonds. The pro¬ 
posal amomited to the granting of a subsidy of ;£4 per 
gross ton of 2,50,000 tons of new sln])ping on the condition 
that 6,00,000 tons of ships over 36 years old were simultaneously 
scrapped. 

The Iron and Steel Industry also o^\■ed its expansion to the 
liberal assistance of the Government from the very beginning. 
Without the liberal use of the Government funds in the earlier 
period and its continued assistance since, Japan could have no 
iron and steel industry to-day.* 

> JapancKe Trade and Induslrif, Present and Future (MitBubinhi Economic IlGScarcIi 
Bureau), p. 427. 

> S. Uyechara, The Trade and Industry of Japan, p. 105. 

> Financial and lilcouomic Annua! of Japan (1000-28). 

^ In 1034, the Japan Iron Manufacturing Co., was formed with the aid of tlir 
Government as the result of a vast anialgamatiou of iron and sfepl oonrernK. 
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A» teaRTtVs the manetRetHring iftAvmtncR, \t V\u* 
slow 'r\te iTtovorumcnl i»\on<H?ro*.\ a large number oV iiupttrlaiu 
eBii''rl,Ti«re and lila'rally Jt <sla 

..iMuiMi tvorks, t/,.' lirs, ara-nal. I in HMfrhnia fnnion, „,,, ..n 
At one imm or anothnr Ihe Minriiiumr^ 
or operated eolum and tmil .ipinnmc milla, n-nienl, bnek, sea,, 
rfud porcelain workt^, food fuctotioa mid so ou. hi iwent ycni’ii 
tbe airexafts iudusti’v received a large amount of assistance 
from the State. The Dye Staff industry was also liberally 
subsidized. The Osaka Pye Stuffs industry testabiished in 
1915), for instance, received up to 1927 a sum of 75,00,000 yen 
in subsidies and bounties from the CTOvernment.* Subsidies 
were also granted for the development of a numlKsr of other 
“ key ” industries, such as manufacture of soda ash, artificial 
indigo, etc.* Indeed it will be no exaggeration tc say that 
modern Japanese industiy owes its development mainly to the 
efforts and encouragement of a highly paternalistic Central 
Government. 


Cnnchisionn 

From the survey of the ]W)licy of State-aid j)ursned in Japan 
and in the various Native States, it is clear that it may be 
operated in such a manner as to be not only financially successful 
but also to promote the industrial development of the country. 
It is only necessary' that a piecemeal haphazard policy should be 
avoided and a comprehensive, 'n'ell-balanced and carefully thought- 
out plan sliould be adojdcd in rendering stale-aid to industry. 
There is no reason why such a policy should not be successful in 
India. It has achieved brilliant results in Japan. The results 
have been less spectacular in the Native States but none the less 
they have been in tiie majority of cases quite satisfactory and the 
object has been fulfilled. Befoj’c rejecting the principle of 
State-aid for Indian industries, it should, in our opinion, be 
given a fair trial once more. 

The principle of Stale-aid to industry has been finding 
increasing favour ever since the First Great War. More recently 
in these days of ccAJiiomic planning, the State in every civilised 
country of the world has come to dominate trade and industry in 

' -lofin and Dorothy Orchard, The New Economic Position of Japan (1.030), p. 00. 

= Present-Day Japan dsa/if, EngUsh Sktpphmenty 1.029, pp. 118, 121. 

» Japanese Trade and Industry, Present and Future (Mitsubishi Eccmomic Besearch 
Bureau), p. 47. 
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iiiijj/KT which cOJiW have never Iwco thought Au 

' deatJi-kned of laisscz’fairc ;ilic:t(l\ licwi 

;!,inu\ci\ and ihere is no chance ot its ever being ivsu,rv.v\vM\. k 
|,i,s bcoM frankly iwognis<*<l that ii wtaild he ilie hi in|/( (,f 
i'lifiiw'rction for a country' to stand idly by when its imhhim, u,ay 
iu> u> t\ i’ waW on account of viie ctnnpelilion ot 
tudostvves cl^ewhcYc. Evevi England hevselt, the ^vcaics^t 
stronghold ol laisscz-futrc, has had to break away iroin her 
traditional ■policy. 


While advocating the jiriiviple t>l‘ state-aid to iiKhisiry in 
India, the. fol'owing theoi'etical considerations should be urged. 

Stale assistance to industry whether financial or otherwise*, should 

«* 

never he permanent. The guiding principle phonld always be 
to furnish the aid temporarily for an experimental ptu-iod or for 
maintaining an established industry over a i)eriod of stress. The 
p(?riod for wliicli hm cstablislu^d industry requires state-aid will 
vary from industry to indusliy. Generally si.)eaking, ten years 
may be taken to bo a period suflicient for an industry to develop 
itself properly and to stand alone without the artificial prop of 
State assistance, niie ultimaxc withdrawal of the assistance 
should always be aimed at. Very* strong financial and economic 
grounds arc needed to justify a ][>olicy of State-aid for a more or 
less indefinite period. 

It has already been ojiiphasistHl that instead of rendering 
financial assistance to Indian industries through the Departments 
of Industries, State-aid should be funiishcd through a Bank. 
The Industrial 'Bank of Japan and the various Agricultural and 
Industrial Banks have been utilised with remarkable success by 
the Government of Japan in this resj;)cct. Tlie inspiration for 
direct legislation under which State-aid may be furnisbed to 
Indian industry was obtained by the provincial Governments 
chiefly from Columbia, Victoria, and South Australia'. Law-s 
closely analogous to the State-aid to Industries Acts in India have 
been shown to have lieon prevalent there long before any of the 
Provincial Governments here contemplated the ])assing of any 
such legislatioiu It is interesting to note that in Victoria and 
Soutli Australia the administration of iihe Acts providing for 
State assistance to industry was handed over to banks after the 
first few years of ex|)criment. Our argument for granting state- 
aid through a banking institution is reinforced by the recent 
policies of the Governments of these countries. 
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The Questiou of' Cf^iuhlif^hiii^' s/Rvii'ilisi iiistitntjuus lor provid¬ 
ing industrial linanco has in recent ycur.^ received a great deal of 
attention in several coimlries. The need of filling the gap in 
the existing finanoi.'i! inacliiiiery hy fonniug a special organisation 
is being increasingly perceived, and wliei'evor industries have been 
unable to satisfy their long-term financial needs fiom the existing 
sources, the desirability of starting a sjiecial institution to cater 
for such requirements has been recognised. A number of 
countries in the years after tlie First Great War set up such 
machineries specially designed to furnish long-term finance to 
their industries. In more iwcnt yeai's several otlier countries 
have already organised or arc contemplating the organisation of 
siiecialist institutions for the same purpose. The question of 
forming special raacliineries for supjilying long-term finance to 
Indian industries has been before the country for more than two 
decades. It has engagial the earnest attention of our economists 
and publicists ever since the Indian Industrial Commission 
peommended the establishment of “ industrial banks ” in 1918. 
■The formation of sjiecialist institutions for solving the problem of 
industrial finance was also recommended by the External Capital 
Committee in rO’2-1, and again by the Banking Knquirx' Com¬ 
mittees, Central and J’rovincial, in 193()-M1. A detailed study 
of the work xvhich has been done abroad as regards the organisation 
of industrial credit will at the iircscnt moment prove to be not 
only of absorbing interest but also highly instructive. A reviexv 
of the basis on which institutions si»ecially designed for financing 
industries have w'orked elseAvherc and of their activities and 
achievements will undoubtedly be a fruitful line of research. It 
Avill materially assist us in the solution of the problems arising in 
connection with the organisation of industrial finance in India 
and will help us to lay down the broad lines on which a wheme for 
the future Indian institution for solving the problem of industrial 
finance may be formulated. Particularly at a time when the 
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■ cliiiien' fo*" industrial rt*conHtruction afk*r tlic swmjivI 

\V Wd War is beginning to take sliai)e not only in Indi.i l.ut alw. 
.Jwliere* it will be fascinating to skeU-li <nit the nM.- l.y 

siich institutions in the industrial regeneration of llu-n ivsptciive 
countries in the years after World War I. 

It mav also he veciil'ed that the history of siaiv-aid lo iiidiistry 
in the various pvovvnces of IniVux has \>een singulavly v\v>\\uv\\\. 
The question lias, tlicvofove, fret\ucntly canvassed ilaii d 
auv financial assistance is to be rendered to industries bv the 
State, it should he done through a special “ industrial hank,” 
and tlie administration of the State-aid to Industries Acts should 


be handed over to such institutions. From the study we arc- 
going to make of these* specialist institutions working abroad, it 
will also be possible for us to gather bow far their machineries 
have been successfully utilisc«! by the (Governments of those 
countries for rendering linaucial assistance to their industries. 
For all these considerations, a detailed I'cvicw of the structure, 
organisiition and o|)eratio]is of specialist institutions that have 
been started tdstuvliorc to solve the pmUlcni of industrial finance 
is urgently called for. 

Before wo tnrti to ivjvieAV the working of the specialist 
institutions established for the provision of industrial finance, 
it is necessary to dispel some illusions regarding the industrial 
financing activities of the German banks. It is commonly believed 
that the German banks are specialist institutions catering for the 
long-term financial needs of German industry. This notion is, 
entirely misleading. They were never specifically designed for 
financing industries. The truth is that at one stage of their 
evolution they had combined commercial with investment 
banking business. In the post-war yemrs, as already noted, them 
was an increasing tendency on their part to shed their investment 
banking activities and approximate to the pre-war deposit banks 
of England. Under the circumstances, it will not he c(»rrect to 
refer to these German banks as specialist institutions devoted to 
the financing of industries. 

The earliest instiutions that were ever started with the 
particular object of industrial financing were the Societe-General 
de Belgique Wnded in Belgium in 1822 and the famous Credit 
Mobilier founded in France in 1852. It was intended that they 
should devote themselves specially to the dbvelopment of industry. 
They were the pioneers in the field of industrial financing, the 
forerunners of all later industrial banking. 
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The characteristic activities of the Sociele-General consisted 
in tlie promotion of lle\^• industrial companies, in the cstablisJi- 
ment of tinancial siibsidiariiw to hold the sliares of these companies 
and in also lakiii;;' up itscll (-(>nsi(l(‘i‘a[)lo amounts of these 
shares. The necessary lunds for the operatit)ns \\'ere obtained by 
tJie Bank from (1) its own paid-up share capital and (*2) savings 
hank dejwsits as well as (.‘D l»y tJie issue of lixed interest bearing 
(.debentures and notes ]»ayahle on demand, ^’he B.ank promoted 
^cbmpanies for opening up coal fields and for the construction of 
't*ail\vays and canals; and also formed financial subsidiaries, the 
chief of which were th(> “ Societe do Commerce Bruxelles ” 
and the “ Societe national pour enterprises industrielles ct 
cornmerciak's.*’ But the Bank made indiscriminate use of the 
savings deimsits which were never kept sepai-ate from other funds 
and w-cre employed in Jong-tenn industrial finance. The rela¬ 
tions between tla* parent .Bank and its subsidiaries were very 
nnsatisfacton’. “ The relation was one of mutual ))articipation 
and in addition the subsidiaries borrowed extensively from the 
parent Bank in onk'r to carry unmarketable securities.”' During 
the crisis produced in Krance and elsewhere by the Revolution 
of .1848, the Bank became seriously involved. An (UMpiiry into 
its position revealed that a cfuisidcrable portion of its assets had 
been looked up in unrealisable security lioldings. The remaining 
assets consisted of loans made against the pledge of such 
s(‘curities with lil.th^ regard for tiu’ personal credit of the 
borrower. A new Board of Management was formed and a 
reorganisation followed. After the establishment of the Banque 
National dc Belgique in 1851, the Societe-General came to 
modify the character of its business. Its investment trust 
acti vities were restricted , though the interest in long-term*^ 
industrial finance was not entirelv aban doned: but in crea sing 
attention came to bu- jlcvot^ to._j[>Edinary^ deposit__ banking 
business. 

As an institution specifically designed for financing in¬ 
dustries, the Credit Mobilier of France has aroused much greater 
interest. Ever since its establishment by the Pereire Brothers 
in 1852, the institution has engaged the earnest attention of 
economists and bankers throughout the Avorld. In all discus¬ 
sions regarding the establishment of specia'ist institutions 

* P, B. Whale, “ English and Continental Banking,*' Lftrtnre 11—Joiifiiiil 0 / thfi 
fnHitute of Banitcra, May, 1031, p. 26fl. 
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for provifling industrial finance, it has lield a prominent place. 
Indeed it will perhaps be no exaggeration to say that in the days 
before the war of 1914 it was the only known model before a 
country which was desirous of founding an “ industrial bank ” 
for the financing of its own industries. As originally designed 
the Credit Mobilier was to have a share capital of 50 million 
francs and was also to issue, besides short-term notes, debentures 
up to 10 times its share capital. The main object of the Bankl 
was to function as a “ financing institution which would sell 
the shares in the undertakings it promoted w’hen they were ripe '■ 
for the market and thus obtain the means of financing new enter- ( 
prises.” The Bank at first attained notable success and showed 
large profits. It j^romoted a large number of railways both in 
France and abroad a.s well as insurance companies and foreign 
subsidiary banks; it founded the Paris Omnibus Company and 
the first Frenclj Transatlantic line; it equip])ed Paris and other 
towns of Prance with gas lighting; and finally it issued 
considerable amounts of French and other Government loans.' 
But during the crisis of 1857 its affairs became .seriously involved 
and the crash came in 18f)7 after a brief career of 15 years. A 
large part of its resources became imiriobilized in securities 
quickly depreciating in value. The rest were locked up in 
advances against such securities and in advances to its dependent 
companies. The Credit Mobilier was chiefly interested in public 
utility enterprises which, by their very nature, could not be 
expected to show' immediate returns. The shares of such com¬ 
panies were not readily marketable. The prin ci pal holdings of 
the Credit Mobilier consisting of such unmarketable securities, 
its resourc.e8 became hopcl ^^y ~ entangfe(T in such_.investments. 

It appears that thc~on^al plan of issuing debentures was not \ 
put in practice and the funds other than long-term were used for \ 
investments purposes. If debentures had been issued, the im- I 
mobilization would not have had the same disastrous 
consequences. Besides, it ignored the root principle of industrial \ 
financing, namely, that of carefully distributing its risks. It 
did not proceed with caution and was anxious from the begin¬ 
ning to attain a spectacular succ.ess and show large profits. For 
all these reasons, downfall soon overtook the Bank. 

^ P. B. Whale, " Buglish and Cmtiiiental Banking," Lectnre TI— Jmrnal of 
the Initituto of Bankers, May, 1981, p. 962. 
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Throughout the nine^enth century, the Credit Mobilier 
attracted considerable attention. It jirovided a great appeal to 
all those countries which were desirous of achieving a rapid 
industrial progress; and Japan chose it as the model, when 
she founded her Industrial Bank in 1902 for the purpose of financ¬ 
ing her industrial development. Till the close of the First Great 
War the Japanese institution remained as the only type of a 
specialist bank, designed primarily for the financing of indus¬ 
tries. Not until we come to the post-war years and the more 
recent years of the world-wide depression, do we find any syste¬ 
matic attempt made in European countries to evolve a new type 
of machinery for the long-term financing of industries. During 
the post-w'ar years, industries in several European countries 
found it exceedingly difficult to satisfy their long-term needs. 
These countries had been utterly impoverished by the effe^cts of 
a w'ar unexam])led in history; and there was a shortage of 
industrial cajiital .-is never iM'fore. 'I’hc ju'olonged slump that 
followed in the wake of the Great War only served to aggravate 
the acute financial position of the alTected industries. Their loi^- 
tennjoegds h«'|d..to. cemain unsatisfied or had to bo satisjKdrfrom 
short-tenn funds, a policy which was at once costly and dan^ger- 
oqs. Again, in many instances the ravages left beliind liy the 
War had to be reimired. Old industries damaged by the W’^ar had 
to be rehabilitated; modernisation of plant and adaptation to 
post-war requirements were urgently called for in a number of 
others; and new industries had also to be started and nourished. 

1 Never was there a greater demand for long-dated capital for 
'.industry; and never w'as felt a more imperative need for organiz- 
I'ing a special inachineiy to supply that capital. Attempts were 
accordingly made in some of the new and reconstructed countries 
of Central and Eastern Europe to establish suitable machineries 
for furnishing that much-needed long-term capital to their 
national industries. 

Ever since the Landsebafts were first organised in Germany, 
the device of the mortgage bank has l>een employed with remark¬ 
able success to solve the problem of long-term real estate credit. 
The whole theor y ofJi^-jnoEtgagp. _bank is baj sed upon the 
debenture bon^ .the... flyfltem-.of._flmo rtisation and the sinkin g 
fun^ The' mortgage bank is a specialist institution granting 
long-term amortisation loans on the first mortgages of property 
and issuing bonds to raise the necessary funds for financing these 
loans. It had its origin in the necessity for providing agricultural 
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credits on reasonable terms; and this type of machinery was in 
the beginning exclusively employed for granting long-term credit 
on first mortgages of agricultural property. Its success in that 
sphere was so great and the advantages for financing long-term 
loans through such a device were found to be so numerous lliat 
it began to be employed for all kinds of real estate credit, not 
only agricultural but also urban and communal. Kot only 
organisations foimded in order to aid agriculture primarily have 
begun to devote increasing attention to loans on city real estate, 
but even municipalities, commimal authorities and puiilic bodies 
in general, have found that the same lyfic of machinery is adapt¬ 
able for financing tlieir long-term operations; and siiecial 
communal bonds have frequently been issued to finance such 
public utility undertakings as gas, electricity and w'ater-works. 
In the present times the operations of the mortgage institute have 
come to be extended yet further to the field of industrial credit., 
During the ^st-war years, the idea of a mortgage bank, grantingf 
long-term amortisation loans against industrial property, made 
an instant ap^ieal to a number of European countries. Their 
economic jKisition was shattered by the War; and they were 
anxious to hasten their economic reconstruction. The difficult 
task of supplying long-tenn finance to their industries had to be 
faced; and necessary funds had to be raised either at home or 
abroad. The machinei'y of long-term real estate credit which 
had so successfully worked in other spheres was readily adopted 
by them to furnish long-term mortgage loans to industry. Begin¬ 
ning in 1924 several countries in Central and Eastern Europe 
established industrial mortgage banks, especially designed for 
financing industries. These institutions, like their confreres the 
land mortgage banks, used to issue mortgage bonds and grant long¬ 
term loans to industrial undertaking on first mortgages of indus¬ 
trial real property, factories, buildings, machinery, plant, etc. 
Like them, these industrial banks were organised both on the 
joint-stock and the co-operative basis. Like them, too, they were 
frequently started under Government auspices and as a m'e 
enjoyed some form of State-aid. Wliorever there was such State- 
aid, there was some corresponding governmental control or 
supervision. The needs of the small and middle-sized industries 
received primary attention from these institutions, as it had 
always been difficult for them to approach the market. But the 
large industries were not neglected and received also their due 
share of attention. The largest of these industrial mortgage 
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tiRnks, whose bonds were well received and were quoted in the 
stock - exchanges of New York, Boston and London, were the 
Industrial Mortgage Bank of Finland, Ltd., the National 
Hungarian Industrial Mortgage Institute, Lid., and the Sachische 
Landespfandbriefanstult (the Provincial Mortgage Bank of 
Saxony). Besides these three, there was another mortgage insti¬ 
tute, ^e National Economic Bunk of Poland, which was founded 
in 1924, by virtue of u special law to assist the economic re¬ 
construction of the new state of Poland. It granted long-term 
industrial loans through the issue of “ bunk debentums ’’ but it 
should be put in a separate class by itself as distinct from the 
other three institutions, it was uoti a mortgage bank specilically 
designed for financing industries alone; its activities were not 
restricted to the granting of industrial credit only, not even to 
that of long-term credit. Its activities comprised the granting 
of both short and long-term credit, not only to industries, State 
and private, but also to municipalities, lural district authorities 
and owners of agricultural estates. LilTerent tyjies of bonds— 
“ communal,” ” bank,” etc.—were is.sued to finance the varied 
operations of the institute. Besides fulfilling all these functions, 
it conducted every description of banking business. In other j 
words, it was not a s^xjcial but a mixed mortgage bank. 

In the years after the world-wide depression, w'hen indus¬ 
tries were passing tiirough extremely difficult periods, 
attempts were made by several other countries to set up special 
machineries for supfilyiug long and medium-term finance to the 
small and medium-sized industries. An outstanding fivttinplp. 
of such an attempt found expression, as already noted, in 
the British ” Credit for Industry, Ltd.” In Ireland also an 
Industrial Credit Co., Ltd.” was established for the purpose 
of financing Irish industry. In Sweden an Industrial Credit 
Company was established in 1934 wdth a paid up capital of 8 
million kronor nuthorlsed to grant credits for a ^leriod not ex¬ 
ceeding ten years to small and middle-sized industries. It 
might issue bonds but might not accept deposits. In the Nether¬ 
lands an Industrial Bank of Limburg was set up in 1986, the 
greater part of its capital being subscribed by the province of 
Limbimg.' 


> Report on Agrienltiirsl Credit—Medium-Term Credit to lodnitrjr, (League ot 
Nations) Geneva, June, 1980. 
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The Industrial Bank of Japan ‘ 

The most important institutional development ui industrial 
sincc the establishment of the French Cremi Mobilier 
took place in Japan when the Industrial Bank ni .lii|jau was 
founded in 1902. It was an ambitious experiment ai iu\o.-,uiicui 
banking conceived more or less on the lines m iLt* licucb 
institution. Until recently it has been the only iusianw of a 
specialist institution established primarily for the liuaiiciuj* of 
induHirie.s and as such, has altnicled cousidcrablc noli' o not only 
in European countreis but even in India. It made a profound', 
appeal to the Indian Industrial Commission of 1910 who were 
mainly responsible for popularising the idea of forming an 
“ industrial bunk " in India on tlie model of the Japanese ' 
institution. It has since that time been strongly favoured by 
Indian economists and publicists. The idea of planning the 
future Indian institution on the lines of the Japanese bank which 
originated with the Industrial Commission was re-born in the 
deliberations of the Indian Central Banking Enquiry Committee. 
Indeed in all discussions regarding the establishment of specialised 
banks in India for industrial financing, the Japanese institution 
has always occupied the centre of the stage. But although so 
much interest has been focussed upon it for all these years, no 
attempt appears to have been made in this country to make a 
detailed study of the nature, organisation and activities of this 
much talked about institution. Information regarding the Bank 
has been either entirely lucking or has been extremely meagre. 
Consequently a great deal of misconception as to its true nature 
and functions has unfortunately crept into India. Even the 
“ Foreign experts ” who were invited to assist the deliberations 
of the Indian Central Banking Enquiry CommitUx; w'ere not 
free from these misapprehensions. The exposition of the work¬ 
ing of the Japanese institution which they gave to the members 
of the Banking Committee was in some important respects in¬ 
correct and misleading. It is certainly worth our while to 
attempt a detailed investigation into the working of an institu- 


1 The maierialB were obtained from the aulhoritios of the Indaatrial Bank of 
Japan with the assistance of His Britannic Majesty's Consul in Tokyo. Much useful 
infoRoation was secured from Mr. Hara, ConsuJ for Japan in Calcutta, President of 
the Xado-Japanese Gommorcial Museum, the Yokohama Specie Bank and tho Mitsui Bank. 

The substance was published in the form of an article in the Calcutta Beriewi 
May and June, 1988. (Be?ised and re-written). 
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tion which has aroused so much interest not only in India but 
throughout the world and for which information has been hitherto 
singularly lacking. 

The national banks were established in Japan in 1873 in 
pursuance of the ^National Bank Eegulations of 1872 which were 
closely patterned after the American system. A law passed in 
1896 provided for the abolition of these national banks; and 
between 1896 and 181)0 the 163 national banks scattered in various 
important cities were abolished and reorganised as ordinary 
banks. At the same time numcinus ordinary banks were newly 
opened throughout tlic countiy. Though these were commercial | 
in form and denomination, most of them were particularly 
agricultural organs and were engaged in advancing money to the 
farmers on mortgages consisting of immovable property. 

Prince Matsukata is the father of the present Japanese bank¬ 
ing system. He enunciated the principle that distinct groups 
of banks should be established to fuliil different functions. Accord- 
Ingly* after founding a central bank and an exchange bank, he 
turned his attention to the starting of banking institutions to 
facilitate the grant of long-term loans to industry and agriculture. 
The industrial development of the country had not proceeded 
very far by the time of the Sino-Japanese War. But the 
victory over the t!hincsc gave a |)Owerful stimulus to the economic 
life of the country. New enterprises came rapidly into existence 
and there arose on the part of their projectors a great dniuand 
for long-term financial assistance. It was beyond the pro¬ 
vince of the ordinary dejxisit banks to render such assistance. 
There was also at the time no large investing public in Japan. 
The conservative people were reluctant to invest their savings in 
industry and preferred to invest in land even though the rate of 
return might be lower in the latter. To satisfy this new demand 
for long-term industrial capital, the Industrial Bank was 
established. 

The Government enacted the law of the Japan Industrial 
Bank in 1900 and the Bank began business in April, 1902. It 
is a jointstock company and its capital was at first 10 Tnillinn 
yen. By a revision in the law of the Industrial Bank in 1906, 
the capital w'as raised to 17,500,000 yen, which could be in¬ 
creased with the approval of the Government.^ The capital was 
subsequently increased to 30,000,000 yen in 1917 and again 


^ Art. d, Law of Inoorporatioii of the Nippon Eogyo Ginko, 1900. 
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to 50,000,000 yen in 1919. The capital was fully paid in 1922.‘ 
The Government of Japan does not participate in the capital of 
the Bank but it lends to the Bank enormous funds at a moderate 
rate of interest out of the resources of the Deposits Bureau of the 
Department of Finance. The deposits of the Bureau (consist 
mostly of the postal savings deposits received by the Government. 
Its business is not merely confined to tlu^ control of deposits but 
also includes the investment and management of funds. It has 
been laid down by the law that the funds of the Bureau should 
be invested solely for the benefit of the State and the public in a 
safe and profitable manner and that such investments arc to be 
made only after investigation of their purposes and methods in 
consultation with the committee of investments of the Deposits 
Bureau.* Tlu're is one [K'culiar characteristic of the Industrial 
Bank which distinguishes it from the other public institutions. 
Early in the history of the Industrial Bank, a considcmble 
portion of its shares came to be held by foreigners.* According 
to the ‘Japan Year Bool\ 1924-25. foreigners owned 75,000,000 
yen of the Bank’s capital.'* 

The Bank was established with a Government subsidy under 
Government control w'ith a 50-ycar charter, the renewal of the 
charter being at the option of the Government. It was put 
under the direct superintendenco of the Finance Minister who 
was to appoint a Comptroller to supervise the business manage¬ 
ment of the Bank. The President and the Vice-President are 
appointed by the Government from among the shareholders owing 
more than 200 shares in the Bank. Their term of office is fixed 
at five years. The directors are appointe.d by the Government 
from among the candidates who hold more than 100 shares in the 
Bank, elected at the General meeting of the shareholders. The 
number of candidates which the meeting recommends is twdee the 
number of necessary directors. Their tenure of office is fixed at 
three years.* As regards the subsidy, the Government undertook 
to guarantee a 6% return on the Bank’s shares for the first five 
yeArs, provided the amount of the subsidy did not exceed 

' The sham of the Industrial Bank had a par value of 50 yen. Prioes had been 
declining since 1032. From 1918 to 1927 they ranged from 94 yen to 80.40 yen. The 
Imperial HousehoUT Department held 22,725 shares in 1929. 

* Thirty-fourth Financial and Economic Annual of Japan, pp. 200-98. 

* Ree Report of the National Monetsry Commission (1910-—Banking Rystem of 
Japan, p. 187 and pp. 166-57. 

« The Japan Tear Book, 1924-25, p. 455. 

■ Art. 7, Law of Incorporation of Nippon Kogyo Ginko, 1900. 
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6% of the paid-up capital.* The business of the Industrial Bank 
is as follows:— 

(1) To miike loans on the sei urity of national bonds, 
prefe(*tiii'al or inunicipal loan bonds or debentures 
and shares of companies, 

(2) To subscribe for and underwrite national loan bonds, 
prefectural and municipal loan bonds or debentures 
of companies. 

(3) To receive deposits of money on fixed, current or 
special amount and undertake the custody of goods 
entnisted to it for safe keeping. 

(4) To undertake trust business relating to secured 
debentures. 

(6) To discount bills. 

(6) To buy and sell clean and documentarv' bills of 
exchange. 

(7) To make lofins on mortgage of estates created by 
virtue of s|)ecial laws, ('.\dded March, 190.5). 

(8) To make loans on mortgages of land and buildings 
belonging to factories, (Added by Law No. 8, 
March 14, 1933.) 

(9) To make loans on mortgages of ships including those 
under construction which shall be redeemable by 
annual instalments within a period not exceeding 
15 years or a fixed term of not more than 5 years.* 
(Added by Law' No. 26, March, 191,8.) 

(10) To make loans on the security of shipbuildng 
materials or equipments. (Added by Law No. 26, 
March, 1918.) 

(11) To float National loan bonds, prefectural and 
municipal bonds and companies’ shares and deben¬ 
tures and to receive payments for the same and to 
effect the payment of principal and interests, or 
dividends on the above. 

> Art. 9A, ibid. 

» According 1o Bye-Law, Art. 39, Hhips accepted by the Bank as Bnbjeeta of 
mortgages shall be only those which, reckoning from the date of launching, will be less 
than 25 years old at the date of payment of the last instalment of redemption and 
shall be covered bv insnrancc. 
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(12) To make call loans or loans for a fixed term on 
security of sites and buildings belonging to factories 
or of residential land or building lying in localities 
where the City Planning Act is in force, provided 
that the total amount of such loans shall not exceed 
2/3rd the amount of the Bank’s paid-up capital. 

In addition to the kinds of business authorised by the above 
clauses the Bank may subsevihe for and underwrite shares of 
com]}anies with the sanction of the Minister of State for Finance. 
Debentures of companies, it may be noted, may be taken up in 
ordinary' coui’se but the subscription to their share capital requires 
the sanction of the Minister of Finance. The mortgages 
accepted by the Bank shall he first mortgages, but this docs not 
apply, if they may he converted into first mortgages in course of 
redeeming an old loan with a new loan furnished by the Bank or 
if additional mortgages are furnished to the Bank. 

To raise funds for the various operations enumerated above, 
the Industrial Bank was empowered to issue debentures not 
exceeding ten times its paid-up capital. Such debentures in¬ 
cluding external and internal, it has been laid down, should not 
exceed the aggregate of the outstanding bank loans, discounted 
bills, national, municipal and prefectural loan bonds, debentures 
and shares of companies owned and the gold and silver held by 
the Bank.‘ The long-term debentures are redeemable by lot 
w'ithin 30 years reckoning from the year of issue.* Besides these 
long-term bank debentures, discount debentures may also be 
issued which are to be redeemed within one year.* 

The money required for making advances to the various 
industrial companies is raised chiefly by issuing these long-term 
bank debentures and discount debentures redeemable within one 
year. The money is sometimes obtained from other sources, 
as by borrowing from the market in long-term and shoi-t-term 
loans. In 1932, 30 million yen was borrowed in this way.* 
The Treasury Deposits Bureau, as already noted, also furnishes 
money to the Industrial Bank at moderate rates of interest and 
sometimes underwrites its debenture issues. For instance, an 
issue of 6,332,000 yen and of 6,184,000 yen was underwritten by 

’ Art. 12, Iiaw of Incoiporatiou. 

* Art. 15, Law of Incoiiioration. 

* Arts. 45-48, Byc-J#aws of Nippon Ko^yo Oinko. 

Sixty-first Hopori of the Indnsiriol Bank of Japan, for th(* half-ysar endinc 
June JX). Xfl82. ^ 

8&-1789 B. 
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* Finamial and FionomH Monthly, Fcbiu.ii\ 1927 ]> 10 Alho Fiftieth Riporl 
of the Bank, p G 

' Financial and JVonoinic Annual of Japan 1028 pp TO61 

Ftnaudal and Efrnomtf Monthly, Februan, 1027 p 10 AIro Fiftieth Beport 
of the Bank, p 6 

® Tlnrty fourth Financial and Economic Aiimial of Tipan, 1034 p 104 The 
External debentures outstanding (in niilhons of ycnl 3028—10, 1924—64, 1026—64, 
1026-54, 1027-10 
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peak was reached in 1923, the year of the earthquake. The 
enormous funds thus obtained by the Bank were utilised in 
restoring the vast areas devastated by the earthquake. Once again 
during 1931-32 a high point was reached when the Bank, taking 
advantage of the continuous and pronounced monetary ease, tried 
to augment the supply of long-term funds by issuing debentures.’ 
The bulk of the new issues was intended to replace older issues 
bearing a high rate of interest or maturing over a shorter period 
than was desirable. But by the end of the half-year in June 30, 
1933, the total amount of outstanding debentures was reduced to 
a great extent by the licpiidation of en;dits granted to business 
enterj)rises. The co-operation of banks and other financial 
in.stitutions !iad enabled tbese undertakings to consolidate their 
position by puldic issues and other ojicrations. The Bank hr.s 
since remained keenly alive to the reorganisation of the debt 
structure among tbe industrial and farming eornrrninitics. The 
demands upon it or its own debtors are Iteing considerably in¬ 
duced by conversions and other o[)erat.ions earned out under its 
own direction.* 

Tt may he mentio ned ij x.ilus .eonnedj.on thaL.the-Induatrial 
Bank not only playcd_j.u tho-p.anlhir_vears of its iDCcpticm- an 
import^ant part in the introduction of foreign capital into the 
country, hut in the more recent years has also been instrumental 
in investing Japanese capital abroad, espccialJy--in-ClHtMj. Th£. 
(rovornment encouraged this policy of the Bank by guarantying 
its profits on foreign investments within a limit of If'O million 
yen. The Bank has also been the medium through which the 
Deposits Bureau lent enormous sums to several Chinese enter¬ 
prises. For example, 7,500,000 yen were advanced to the 
Nanjin Railway, 9,600,000 yen to the Toa Industrial Company, 
2,051,000 yen to Han Tea Ping Company, etc., sneh investments 
of the Deposits Bureau through the Bank totalling 128,000,000 
yen.* In association with the Bank of Taiwan, the Bank of 
Chosen and other Japanese hanks, the Industrial Bank partici¬ 
pated in numerous loans to Chinese Governments and enterprises. 
Between June and September, 1918, the Bank advanced 
a 10 million yen loan to Kirin Hneing Railway, a 30 million yen 
mine and forestry loan and another loan to the Kaomi-Hsuchow 


> Bixty-aecond Keport of the Industrial Bank of .Tapan, December 81, 1982. 

* The Stotiet, Norember 11, 1981, International Banking Section, p. 1767. 

* Herbert Brstter, Japanese Banking, p. 188, p. 928. 



258 


INDUSTRIAL FINANCE IN INDIA 


Shuntefu Tsinaiitu Eaihvay. Several million yen have also been 
advanced to the following development companies formed to 
finance Sino-Japanese industrial enterprises in China, viz., the 
Toa Kogyo Kabiishiki TCaisha, the Chunicho Jitsngyo Kabushihi 
Kaisha and Nika Boshaku Kabushiki Kaisha. The Bank, in 
addition, participated in the famous “ Nishihara ” and otheri' 
loans to the Chinese Government. ‘ 

This policy of foreign investment pursued by the Industrial 
Bank since the Great War is somewhat similar to the participa¬ 
tion of the German B.anks in loans to foreign Governments and 
enterprises. But in the case of the Japanese Bank, there is no¬ 
where to be found the success aebieved by the German Banks nor 
their insistence for a (jiiid pro quo for the interests of their asso¬ 
ciated industrial companies at home. .\ considerable portion of 
the Bank’s loans to Chinese Governments and enterprises had 
become “ frozen ” and unrealisable. 

From the foregoing enumeration of the kinds of business 
‘“the Industrial Bank has been authorised to transact, it is abun- 
■ nantly clear that the institution combines principally the func- 
*'^ions of an issue-house with those of a mortgage bank. Although 
^the Bank has been claimed to be essentially a monetary institu- 
' tion for industry, it (cannot be characterised as a pure industrial 
banking corporation in the sense that it is interested exclusively : 
in industrial issue or mortgage business. For, in addition to its : 
industrial business it frequently floats and underwrites Govern- | 
ment and Municipal loan bonds. It does not even stop there but; 
also engages in commercial banking business, such as the dis¬ 
counting of bills and the receiving of deposits. 

There is considerable misunderstanding as regards the 
conduct of ordinary banking business by the Industrial Bank of 
Japan. The “ Foreign Experts ” who were invited to assist the 
Central Banking Enquiry Committee in India believed that the 
Japanese Bank did not receive deposits or carry on any ordinary 
banking business, and during the discussions with the members 
of the Committee strongly made this point.* But the Bank is 
not only expressly authorised by statute to receive deposits and 
do ordinary banking business but in practice it actually engages 
in such business in addition to industrial financing. A reference 
to the various balance-slieets of the institution published 


» OiDcuHBinns with Foreign Experts—Indian Central Banking Enquiry Cominittee, 
Vol. IV, p. 196, p. 197, p. 970. 
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semi-anuunlly shows that it accepts fixed, current account and 
special current deposits. The amount of such business is 
not insi{piiti(Nint and totalled, at the end of June 30, 1933, 
24,273,147 yen, 3,(539,095 yen and 1.1,335,419 yen respectively. 
Besides these there wei-e special deposits and dejjosiis at notice 
amountin;^ to 19,200,915 yen and 5,082,012 yen respectively. 
These various kinds of deposits ran to 64,131,190 yen in a total 
of liabilities amounting to 578,485,790 yen. On ila* assets side 
of the balance-sheet, vve find that the Bank discounted bills 
.amounting to 100,034,022 yen and made call loans amounting to 
7,700,000 yen. Thus the ini])ression that the Bank does no 
ordinary hanking business is not correct. It is a mixed banking 
institution with a pre|)onderance of issue and mortgage business. 

As a mortgage b.ank for industry, it is no doubt empowered 
to furnish loans on the security of read estate, land and factory 
buildings, but an iinport.ant ))art of its business is to supply 
money on movables, such as making loans on the security of 
local .and national bonds, shares and debentures of companies.’ 
The loans it makes to industry are stated to be long-term. But 
according to Article 40 of the Bye-Laws, loans made by the Bank 
cannot run for a longer period than five years. Now loans for 
HO short a period as five years can hardly be regarded as long¬ 
term. Wherever speci.alist institutions are catering for the 
long-term financial needs of industry, the advances are made for 
a period much longer than five years. They genenilly run for 
periods over ten years and frequently for as long as twenty years. 
Loans running from two to ten years are considered as medium- 
term. Nowhere does a specialist institution designed for the 
long-term financing of industries has restricted the period of its 
long-term loans to five years only. 

In the circumstances the Japanese Bank cannot be said to 
provide long-term industrial finance. Its loans are at best 
medium-term. It is only in the case of ship mortgage loans that 
the period is really long-term. Even here in actual practice loans 
have frequently been made for periods less than fifteen years. 
A distinct characteristic of mortgage banks dealing with long¬ 
term credit is the provision of amortisation for the loans granted. 
In the Japanese Industrial Bank, which claims to be 
an institution engaged in such .type of business, it is remarkable 

1 Gonnt Okiinia, Fifty Years of New Japans p. 627. Also Marquis KalHiira, 
The Ehmking System of Japan (National Monetary Gommiasion). 
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\ that t here ia nn ^atiit orv p j^iMOii,for^amortts3,tion as regards 
lits industrial loans ^uierally. It is only in the case of the loans 
against the mortgage of ships that it has been provided that the 
loans may be rcdc'cniahle by annual instalments. It will be seen 
that the Bank has no resemblance to the post-war institutions 
. in Euroiiean (winlries which were specially designed to grant 
long-term amortisation loans on mortgage of industrial property. 

Although the Hank was authorised to furnish loans on 
mortgages of otlu'r real estate, yet (hose on the modgage of ships 
and shipbuilding apjairtenama's \ver(‘ given the greatest 
predominance. 'I’liere was no other kind of business transacted 
by the Bank for which su<h detailed and elaborate regulations 
were laid down, ft was only in the case of such loans that 
provisions were expi-cssly niad(f in ilw Haw of Jnc(»rporation and 
Bye-Laws as to what propoi-tion of the appraised value of that 
mortgaged property could be made as a loan. It was laid down, 
for instance, that the amount of the loan to be advanced on 
mortgages of ships launched or under construction should he less 
than two-thirds of their value as estimated by the Bank and less 
than four-fifths of the insured amount as well, provided that 
such amount did not exceed that estimated constniction value 
reduced by 4/IO()th per annum after launching.* Ships offered 
and accepted as mortgage must not l)o more than 25 years old 
at the date of tlu^ payiiKUJt of last instalment for the redemption, 
'i’hoy must b<? co\ered by insurance in a company approved by 
the Bank. The mariiK; mortgage business of the Bank over- 
shmlowed in the past every other kind of mortgage business it 
engaged in. It was only in roeent years, specially after the pro¬ 
longed slump in the shipping industries, that it considerably 
developed its mortgage business as regards general industry, large 
and small. In the beginning, as a mortgage institute, it func¬ 
tioned primarily as a ship mortgage bank. 

Applications for loans from industrial companies are subjected 
io very close and stiingent investigations by the special technical 
department of the Bank.® Loans are granted only on the advice 
of that department. In assisting indiistnes. tha applica tions 
wore, in the e arlie r years , ju dged not so much on the merits .of thp 
securi ty offere d h ut by t he pote ntialities^of tR^indust ry in ques; 
tion and the busines s rep orts o f th e applying company. During 


» Art, 89 (6). 

‘2 Hourcc : The Consul o' Japan. 
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the panic of 1927, however, the Bank found that it had to make 
readjustments in connection witli large amounts of its advances 
and had to take over land and buildings worth half in value of 
what it had actually loaned. Since that time the Bank consider¬ 
ably revised its loan j)olicy. More attention came to be directed 
to security values. Special iidcrest was taken in those industries 
that were found after a close examination to have tln' prospects 
of maintenance or development. Loans were made as ])rorni)tly 
as possible and in recent years the Bai\k adopted the. j)olicy of 
proceeding in tlu; future witli less red tape and moic exfxidition 
in the financing of industries.' 

In the beginning tlie Industrial Bank was cbietly interested 
in the heavy industries. The sliipi)ing, iron and steel, engineer¬ 
ing and eheinical industries used to receive long-terni advances 
from the Bank.*' The cotton industry, it will be noticed, is 
absent from this list and the remarkable progress of that industry 
owes notliing to the asssitance from the Bank. The industry 
is (jontrolled by j)onerfu] fiians whose extraordinary tinancial 
strength renders them al)soh»tely independent of the Clovernment 
banks." The Bank’s association witli the shipbuilding industry 
of the country has been particularly close. The Kawasuki Shi])- 
building Ooinpany, the Kokiisai Steamship Company and other 
concerns received considerable amounts of financial assistance 
from the Bank. It not only made direct advances to the 
shipbuilding industry it.self but was also used by the Govern¬ 
ment as a medium through which State assistance to the industry 
was liberally given. During the Great War, when the ship¬ 
building industry was on the highest wave of iirosjierity, the 
Bank, along with the ordinary banks, invested heavily in the 
industry. But during the slump that followed in the wake of 
the boom, a large portion of the Bank’s advances on security 
of ships became unrealizable, many shipping comtianies being 
unable to pay interest on their loans. ITence the Bank was com¬ 
pelled to discontinue its policy of making advances to shipping 
companies for several years. It W'as only in 1929 that the Bank 
was reported to resume this activity when a sum of 2,800,000 

^ Sixtieth Report of the Industrial Bank of Japan, for the half-year endiiii? 
December SI, 1081. 

a G. C. Allen, Modern Jnpan and Us Problems, p. 166. 

'J*he Industrial Bank has, however, acted an Trustees of ruorlguge debentures 
of the following Spinning and Weaving i'oriipaiues: (1) Kurashiki Spinning Co. 
(5 million yen), (2) Tbyuina Spinning Co. (2 million yen). (3) Kurashiki Silk 
Weaving Co. (4 million yen). 
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j-eo was advaiicw/ uu ilie *«"«»/ "f «««“ medium-saed yessch. 

vxOLxauces. x^evc lur than 15 years and bore interent at 
S^' ‘ Even wlwn the Bunk resumed its ship mortgage bush 
aeZ it decided, o^^ing to the prevailing conditions in tk 
shipping world, to restrict its advances to those who had been 
engaged in the industry for many years and had proper connec- 
tions at tlie priJicipaJ ports of the world/ Ever since the pro¬ 
longed post-war sliiiup in the shipping industry the marine 
mortgage business oi the Bank has ceased to be so important a 
line as betore. In more recent years the Bank took a great deal 
of interest in its long-term loans business with respect to other 
industries aud as a result its mortgage loans business tended ’ 
to grow, ijong-term loans to industry began rapidly to 
increase since liii^ii, tiie peak being reached in 1931. The 
decline of long-lenn loans since 1932 is, as we shall see later 
on, ascribable to a great extent to the fact that industrial concerns 
liad repaid a considerable portion of their dues and that the 
liberal assistance from the Bank had put them on such a sound y'' 
footing as to do away w'ith the necessity of further loans. 

The following table strikingly illustrates the rapid growth 
of the fixed loans business of the Bank in recent years'*:— 


At the end of the half-year 


December Bl, 1926 
June 30, 1927 
December 31, 1927 
June 30, 1928 
December 31, 1928 
June 80, 1029 
December 31, 1929 
June 30, 1030 
December 31, 1030 
June 30, 1931 
December 31, 1931 
June 80, 1932 
December 31, 1932 
June 30, 1983 


Fixed Loans 
Yen 

193,332,760 

201.768,294 

219,058,151 

240,425,655 

251,599,827 

276,133,280 

260.523,782 

263,200,049 

273,092,957 

306,188,956 

319,936.876 

811,746,055 

806,605,897 

278,875,289 


^ Japan Advertiser, May, 1929. 

3 Fifty (dghth Report of the Industrial Bank of Japan, for the half-year ending 
December 31, 1930. 

3 Data collected from the various Semi-annual Balance-eheets of the Industrial 
Bank of Japan. 
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The r61e of the Bank as an industrial financier is not, 
liowevcr, confined to the |)rovi^^im--of'-4uoctggge_loans only,' Tlie 
Bank's issue business is (!ven more important than its mortgage 
business. It i)laYs a very useful part as an issue bouse, an 
investment banker and an underwriter. In this cnjaudty it has 
assisti'il a considerable number of indiisliial companies by floating 
an<l underwriting the debentures issued by tljeni. In fact, the 
princi))al way in wliieli it lias financed indn.strie.s has consi.s1ed 
in float,ng and underwriting these debentures. The shi])ping 
concerns have naturally reeeivtal a large measure of it.s assislanee 
in this re.-peel but the a.ssistancc* rendered to numerous public 
utility companies and industrial enterprises of various kinds has 
been no less considerabh* in the recent years. (T) Bailways, 
(2) tramways, CJ) (‘lirtric power, (4) pajier. (5) sugar, (ti) 
cement, (7) water power, (8) motor bus, (9) rojie manufacturing, 
and (10) artificial manure companies are, amojig others, the 
•principal industri(>s wliosi* dcbiuitures have been floated and 
underwritten by the Bank in present times. The issue busi¬ 
ness of the Bank is not, however, restricted to the underwriting 
of industrial delxMitiin^s only, for the Bank has ou mirneroiis 
occasions acted similarly on behalf of the Government, municipal 
and Imatl bodies. 

In this matter of floating and imderwriting bonds and del)ea- 
Inres, the Bank sometimes acts alone and sometimes in close co- 
oixsration tvith other banks. There are at present about 15"'' 
banks in Japan, including the Industrial Bank, the Bank of 
Japan and the “ Big Five ” wbieb usually act in close association - 
with one another for the flotation of the securities. The polin’ 
of the Bank und ouhtedly spre ads out the risks of investment fairiy 
widely ancljs renimiscent of the practice of German hanks. 

Participation or subscription to share capital of industrial 
companies does not appear to constitute an important line of the i 
Bank’s business and it may he undertaken only vvith the sane- ; 
tion of the Minister of Finance. Tlic provision of initial finance 
for fixed capital expenditure of industry is not, the refore, a n 
essentia l function of the B ank. Its special business consists in 
the fumisblhg of capital for extension, modernisation and re¬ 
organisation of industry. We have very carefully studied the 
semi-annual reports of the Bank for a considerable number of 
years but nowhere have we come across an instance where the 
institution 8ub8cril)ed to or underwrote the shares of an industrial 

84—1788 B. 
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company, while the underwriting of debratureJ|su(M 
import ant line of aotivity in every hnsineBsyear. 

"With a view to leading industrial finance to its normal 
channels, the policy recently adopted by the Bank has consisted 
in having its long-term loans to industry converted into deben¬ 
tures issued by them foi' the purpose. The Bank has directed its 
ciTorts to have such debentures issued on sound mortgages and 
a redemption fund has been provided for theiu.‘ 

We give below a elassifiiid abstract of the debentures of 
various companies floated and underwritten by the Industrial 
Bank of Japan either singlj or in syndicates in recent year*:— 


lli'srription 

AiMODiit issiiod 

Year of Issue 


Yen 

Half-year cndiiifr 

lliiilway and Tram— 

South Manchurian Railway 

10,000,000 

Dee. 81, 

1J)20 

fi »» »f ••• 

20,000,(XK) 

June tTO. 

1027 

Oji Electric Tram Co. 

Seibn Railway Co. 

0,000,000 

» 1 


(Second Debenture) 

8,500,nfX) 

Deo. .81, 

1{>27 

(Third Debenture) 

South Manchurian Railway Co. 

.8,0(X>,0(X) 

» » 


(Twenty-seventh Debenture) ... 

.')(t,(XX),(XX) 

» » 


Chicliibu Railway Co. 

8,CKX),0(X) 

June BO, 

1028 

South Manchurian Rfulwny Co. ... 

35,000,0(X) 

1 > 


Tua Electric Jiailway Co. 

11,(XX>,(XX) 

June 80, 

1020 

South Manchurian Railway Co. 

85,0(K),0(X> 

>> 


„ (aOlh Deb.) 

2(),0(X1,(XX) 

Doc. 31, 

1880 

„ „ (81st Deb.) 30,fXH),0(X) 

2,2r»r),ofK>,(X)n 

Dec. 81, 1081 

Electric Light and Power— 

Ina Electric Company 

10,0(X).000 

Dee. 81, 

1020 

Foimosa Electric Power Co. 

8,000,000 

»t 


Hakusan Water Electric Power Co. 

City of Tokyo Electric Enter- 

4,000,000 

9 * 


priHCH Loan Bondfl 

8,200,000 

99 



3 Bixtieth and Bixt-y-third Reports of the Industrial Bank of Japan, December 31, 
im and June 30, 1933. 

^ Data eollecled from various Bemi-Annual RepoHs of the Bank. 
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Description 

Amoant UBoed 

Year of Issue 


Ten 

Half-year ending 

Azumi Electric Company 

S,5(X),(X)0 

Juno :i(l, 

l‘.»27 

„ „ .. (2nd Deb.) 

1,000,000 

Dec. 81, 

1027 

Daido Electric Power Co 

10,01 (»,000 

I • 


Hakusan Hydro-EJeclii*ie Power 
Co. 

•4,(KXMKJ0 



City of Tokyo Elecirie Works ... 

4J,r»(K\()0f) 

•hme :»!). 

1028 

Hakiisan Hydro-Electric Power 
Company 

•1,(MH>,0(K) 

• • 


Tbigwa Electric Co. ... 


;!1, 

1028 

Morioko Electric Light Co. 

O.rxXKfKK) 



Shiiuuio Electric Co. 

0,<XIO,(K)0 

J * 


Koiiiatsu Electric Co. 

l,2(K),ntK) 

, , 


Formosa Electric Power Co. 

0,/!(IO,OCX) 



Daido Electric Power Co. 

.I.'5,(K>0,(X)0 

» » 


Tohii Electric Power (k>. 

1I.(KX>,{KX) 

• 1 


Nippon Kui Electric Co. 

8.(M)(t,(HX) 

Doc. Jil. 

1020 

C/ity of Tokyo Elcciric. kiiiterprises 

]5,fHK»,(XK> 

June 81), 

1080 

Fukushiiiiu ]5lectric Light (knnpaiiy 

iO,(HK>,(XX> 

f > 


Ttilui Electric Light Co. 

2.(XX),(HK( 

• » 


Ci(.y of Tokyo Elcciric Enterprise 
Sliort-torm Loan ... 

IT.nCXt.fXMl 

Dec. yi. 

1080 

Hiduchi Electric Power Co., First 
Series 

4,(}40,fXK) 

June 30, 

1032 

C-hnbu Electric Co. 

.•},0(X),0(X1 

1 1 


Cement— 




Yawagi Cement Go. 

3,(XX),(XX) 

Deo. ai, 

1026 

Onoda Cement Co. 

2,7(X),»XX) 

Juno 80, 

1029 

Chiebibu Cement Co. 

2,500,000 

If 


Onoda Cement Manufacturing 
Company 

8,600,000 

Dec. 31. 

1920 

Asano Cement Manufacturing 
Company 

4,640,000 

June 30, 

1032 


16,840,000 
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Dt.>Rcri|ilioD Ainoiini isBiied Year ol Imuo 

Yen Hall-year ending 


IV. Sugar— 



Teikoku Sugar Refining Co. 

.i.OOO.OOO 

]>ec. 

31. 

1026 


Teikoku Sugar Manufacluring 
Company 


.Tunc 

30. 

1020 



lO.CXXI.OOD 




V. 

Paper — 






Fuji Paper Mill Co. 

ID.IHID.INK) 

Dee. 

31. 

102() 


11 11 «• If • • • 


Juno 

30, 

1027 


f» R j • • If • • • 

Ill.dllD.IKK) 

June 

30, 

3028 


11 *1 •« »> - • - 

l(i.(KK».(K«l 

Oec. 

31, 

1028 


If *» 1 * If ■ • • 

.HO.INMKIHUI 

J line 

30, 

1020 

VI. 

Shipping— 

70.(ifK\n(Vt 





Kakusui Sti‘ainship Co. 


Dec. 

31. 

1027 


Nippon Vusrn Knislui 

?«),(MM 1,(100 

IW. 

31. 

1028 


. 

ir».(KK).(KX) 

Dec. 

31. 

1020 



47.5(X).fi0n 




VII. 

I’lOfie Mn MU fact 11 ring— 






Tokyo .Ifopc Manufacturing 

Corn pally 

0..W),(XX) 

Dec. 

31, 

1028 

VTII. 

Artificial Mnniiro— 






Dai Nippon Artificial Manure 
Company 

fl,.')no.nno 

Juno 

30, 

1020 

TX. 

M^olor Bus TCnterprisc — 






C'ity of Tokyo Motor Bus Knfer- 
prisc consolidatod loan bonds ... 

2.407,000 

Dec. 

31. 

1027 

X. 

Waterworks and Drainagt*— 






City of Tokyo Water and Sewer¬ 
age Works loan bonds 

.8.846.000 

Tune 

80, 

1027 


Citv of Tokyo Waterworks and 
Drainage third loan bonds 

12.^.000 

Dec. 

81. 

1927 


City Utsuno Miyn Waterworks 
loan bonds 

807,000 

Dec. 

81. 

1928 


City of Tokyo Waterworks consoli¬ 
dated loan bonds ... 17,440,000 


Dec. 81, 1928 
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Besides the above, the Bank also assisted in Hoatiiig and 
underwriting debentui'es of other industrial companicN ainonnting 
to. 


15,500,0(XJ yen during the half-yoiir endin;^ hiiih Jnni.., 

18,000,000 yon :U«( Dffc. loai 

l7ri.000,(XX) yon .. .. •• iKr. 19H2 

(iueduding 17,020,()0t.) yen 
covering Municipnl loan 
bonds of Tokyo |) 1 u s 
70,0(X),(XJ0 yen for the 
South Manclinrian Coni- 
pnny). 

97,(XX).0(X) yen .. .. aotj. June. lOHS 

In the post-war years the Industrial Rank of Japan directed 
its attention chiefly to two problems—that of assisiin,” rationali¬ 
sation movement among large . industries and of providing 
finance to the snialkir indu.stries. Since the financial panic of 
April, 1927, the Bank earnestly endeavoured to exercise its 
I unctions as an industrial banking corporation by generously 
resjHinding to the general tendency towards amalgamation and 
reorganisation that was an outcome of depression in a number 
of industries. In subsequent years the Bank came to play a 
very important ])art in the rationalisation of Japanese industry. 

In many instances it gave its advice as to the jirojK'r 
metliod of I’eorganisation after an insjiection of the affairs of 
the industry. In the case of a large number of financially 
embarrassed industries the Bank actually took part in their 
reorganisation.' With a view to their readjustment, improve¬ 
ment or expansion, the Bank even drew up plans or gave 
advice for increase or decrease of capital, reduction of dividend 
or amalgamation or co-operation with another company. Thus 
in several cases Avherc industrial concerns engaged in the same 
business were carrying on in uncontrolled competition witli one 
another the Bank called their attention to the value of work¬ 
ing together and tried to lend an impetus to co-operative action 
and to put rationalised control into practice.* 

In this manner it actively assisted and initialed a large 
number of reorganisation schemes. The attitude of the Japanese 
Bank offers a sharp contrast in this res})ect to that adopted by 


> -first Keport for the half-year ending 90t-h June, 19312. 

3 Fifty-ninth Beport for the half-year ending SOth June. 1931. 
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the B. 1. D. of England. With the authorities of the B. I. D., 
the guiding principle is that al l scheme s for-fationalisation .should 
within the industry. That the initiation of re¬ 
organisation scijoines is not the function of hanks, not even of 
such a sjxjcialist institution as the B. I. D., appears to be the 
jwvailiiig banking vi(’w of the coiintiy'. I’liis policy adopted by 
the B. I. I)., has l)(*en considered by many to have hindered the 
jwogress of rationalisation in Englisli industry. The authorities 
of the Japanc.so Industrial Bank have taken an entirely different 
view. They believe that hankers “must RUijpoi't the rationalisa- \ 
tion movemcint by understanding the nature of business enterprises i 
and especially this Bank which has a special mission must work \ 
towards rational!sal ion.”’ The policy adopted by the Industrial 
Bank with the cfuiciirrcnce and co-o])ci'ation of industrialists has 
borne fruit in Japan. .Mready some of the companies assisted by 
the Bank in this way ai'c found not only to have remained secure 
in the matter of tljoir finances but arc also lending to show a 
marked improvement in their management.“ It did its best 
for the improv(jinent and leadjustment of industrial business by 
furnishing loans or arranging for the funds necessary for the 
extension and reconditioning of industries irrespective of the size 
of the firms so long as they were favourable credit risks.® As a 
result new long-term loans niiule by the Bank rapidly inerciased. 
Between December 31, 11)27, and June 31), 1030, the amount 
adviinced to various big industrial companies was 07,789,000 
yen.® 

During the financial panic of 1927 and the acute industrial 
crisis of 1930, the Bank gcmerously came to the rescue of a large 
number of industrial comi)anie.s Iwth largo and small which fell 
into dire financial straits. Some of the most important industrial 
concerns were in great difficulties not only to meet their working 
expenses but also debentures and finance bills placed in the 
market which were due for rejiayment. Wlien prices w'ero 
rapidly falling and the market f(»r securities was tottering on the 
brink of a sevtire collapse, the ordinaiy banks naturally hesitated 
to finance the business concerns in such a plight. But it was 


1 Speefli of tho Presidtint Scbiinakitrlii Suzuki nfc tlio General Meeting of 
sliarebolilers of ihe IndiiMiriul Hank held on 6th February, 1930—Fifty-sixth Beport of 
tills Bank for Ibe half-year ending 81st December, 1929. 

* KiFty-ninth Kejiort for the half-year ending 80th June, 1931. 

" Fifty-second Boport for the half-year ending 31iBt December, 1927, 

^ Fi'ty-cightb Be^iori for the half-year ending Slat December, 1080. 
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evident that there was a large number of industrial concerns 
wliich, having regard to their state of affairs and their niaiiagc- 
nient in the past, would not only be able to effect their re¬ 
organisation succiessfully before long, if financially aided, but 
would also continue as going concerns with further prospects for 
development in the future. Such enterprises undoubtedly 
d(!served support. Under the circumstances, the institution as 
the Clovernor pointed out in a recent Kejort, was not warranted 
in sitting still without adopting any measure to meet the situa¬ 
tion, not only in the interest of national industries luit also in tJic 
fulfilment of the mission and duties of the Bank. Accordingly 
stei)H were immediately taken to advance money to such business 
concerns as were considered to be sound and promising after a 
strict investigation. In the making of investigation, the Bank 
tritnl its utmost to be prompt and correct and advanced to thci host 
of its ability to all those who were reasonably in need of money. ' 
The Bank with the api>roval of the Minister of Fiiii'incc under¬ 
took to finance the sulTering companies and actually advanced 
them a lump sum of 70 million j'en.* Mr. T. Yuki, the 
Governor of the Bank, took a leading part in assisting these con¬ 
cerns and his statesraan-ljke action to a great extent averttal the 
industrial crisis that was threatening to envelop the country in 
1030. The timely assistance rendered by the Bank together with 
the reorganisation effected by the firms themselves contributed 
not only to their own rehabilitation but also to the improvement 
of tlic position of all the banks that had recklessly financed 
them.* The Bank directed its attention particularly to ration¬ 
alisation of industries. In this connection it W’as soon realised 
that co-operation of bankers and industrialists was absolutely 
necesssiry to lend impetus to the rationalisation of industry. 
The Bank endeavoured to cement more fimdy the relations 
between itself and the industries which had obtained assistance 
from it. The institution also felt that it w'as necessary to see 
that the money supplied was put to the most efficacious, safe 
and sound use and for that purpose decided to go a step forwiird 
and share in the management and accountancy of the aided 
enterprises so as to ensure the safety of the money. Accordingly 


* Fifty-eighth Report for the half-year ending 31st December, 1030. ' 

> UTie Times Trade and Kngineering Supplement, Banking Niniihcr, June 37, 
J931. p. 37. 

« The Times Trade, and Enginefiring Bupplement, Banking Number, June 80, 
1034, p. 88. 
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»nd deliberaudy i most ign ted bat have aJwo been offered ever 
rtfUTvvaids fiieiullv iulvici' as io tiicir jiiana^foiuciit as a whole or 
aw to llicir afcoiintaiK y. AI)U' and foinpatcnt men Ijave also been 
installed in iinportanl places in the cnuipanies concerned.' This 
policy ol' c(»-operali(in initiated by the dapanest* Bank in recent 
years is leminiscenl of the practice of the- Great Banks of 
Germany Imt ilu* analogy is obviously not e<)ui])lete. In many 
instances friendly advita* oll'erod by the Hank has not followed the 
reorganisation bin has preceded it. 

It is interesting to note that the policy of co-operation with 
industrialists adopted hy the Industrial Bank has had an impor¬ 
tant elTccl on the hankers in general. Many of them are taking 
iho same course of .‘iction as the Industrial Bank and have entered 
into close association with the industrialists. “Industrialists 


and hankers ha\(> often had heart to heart talk over the adoption 
of joint action for readjustment or hetterment of the business 
rnanagenient* with the sole j)urjH)se of jtrocuriug stable develop¬ 
ment for the enterprise.” “ The attitude of the Industrial Bank 
lias not only engendered joint tie-tion and co-operation betwetm 
haidicrs and industrialists hut has even fusk'red a co-ojierative 
spirit among the lending hanks theinselvi's and has brought 
about a rt'-orientation of the |K)licy adopted by them in 
regard to industrial tinance. An imjiortanl step forward was 
taken towards the estahlishrnent of joint action and co-operation 
among hankers when the Industrial luA-estigation Association 
was formed. The Association is an organ of enquiries 
for the sound investment of hanks and other financial 


institniion. In view of the indeiiendent investment by banks 
ill thc! past, the advent of the Association has been rightly viewed 
as the dawn of joint investment. Belying upon the activity of 
this Association and the results of its enquiries in a good many 
cases, the banks have acted in wnicert or formed the financial 
syndicate in supplying thc money. Thc investment in the Kyoto 
Muslim Company and others was a result of the league of the 
leading bankers.'' rndcr the circumstances the authorities of the 
Industrial Bank have also recognised the desirability of the 


1 Firiy-liinth lioport lor the half-vear ending 30th June, 1981. 

= Ibid. 

3 l'’irty-uighfh and Firty-ninth Heporta. Also Japan, To-day and To-morrow 
(1981-82.,, p. 50. 
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institution operating jointly to an increasing extent for the 
underwriting and issue of debentures of industrial companies. 

In the recent years the Bank’s policy has been chiefly to 
provide first of all money to those conceras which are urgently in 
need of financial readjustment so that they may effect such 
readjustment. Hecondury consideration has been paid to demands 
for fresh money. Money has bwm sujiplied by making loans or 
underwriting tlie issue of debtintures. With a view to leading 
industrial finance to its normal channels, the Jiank repeatedly 
strove to transform loans into delK>utures or hel|)ed the companies 
to convert tJie higher inU'mst-bcaring debentures into lower 
interest-bearing ones, thus giving them relief in tlie conduct of 
their business or lighti'iiing their burden of interest. In this 
(‘ounection it is inh'ivsting to note that as the instrument of 
industrial finance this flank ado])ted the positive policy of assist¬ 
ing even second (dass business concerns to readjust their internal 
affairs so as to be able to stand on their own legs. The policy 
pursued by the Bank in recent years in financing business con¬ 
cerns was outliue,d by the (Jovernor at the general meeting of the 
shareholders held on February 5, .1934 : “ Industrial companies 
in particular were enabled to secure a considerable reduction in 
their interest burdens through the conversion of some three- 
fourths of their debentures on more favourable terms. Almost all 
these loans were secured by mortgage and more than ten of the 
issue wore raised on the ‘ o|Hm end mortgage ’ system. This 
improvement in the method of issue was of gmat convenience to 
industrial companies for they were enabled to float their loans on 
such a rational basis that they oittained in a large measure great 
advantage in the management of their business together with the 
material improvement of their {wsition or its growth.”’ 

More attention than in the pre-war years appears now to be 
directed towards the supply of long-term money. In financing 
industries long-term money has been supplied as far as possible, 
whenever the industrialists were considered to be fit persons, 
their business affairs were fairly sound and stable and their 
policy of readjusting or improving their affairs definitely known. 

The Bank also tried to raise money for industrial companies 
desirous of obtaining it through the issue of debentures by under¬ 
writing it. But it was very difficult to obtain adequate finance 


1 Hiixty-fourth Beport for tho half-year ending December 81, 1933. See also the 
Times Trade and Engineering Supplement, Banking Number, June 80, 1984. 

86—1769 B. 
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1. 'J’Jio tenn til llic 

2. 'l'Jur<l(‘l)ciiliii('s slidiilil Ik' issued mi soiind inorlffages (of 
.ininiovnl)l(^ j)r()pcri \ K 

S. 0(H)<] use is i„ he niiidc of the principloft ol tlio sinJiing 
I'uiuIh system. 

4, Close (tnicli slioidd be niiiiiiliiiiu'd with llio factory 
management. 


InUnsfridl Fimnirr far Siiuill and Muhllv Cla.i.t Men in Indiiitlrif: 


Along with the rationaJisatiou of industry, the special 
attention of the Industrial Bank in tlie jumt-war years lias lieen 
(liroeted towards the jiroiision of finance for small and niiddle- 
si/ed industries. Jn the iHtgiiiiiing the Bank was specially 
interested in the heavy industries. Other large-scale industries 
and public utility eoiiijiaiiies gradually came to obtain a 
(jonsidcrable measure of the Bank’s assistance. The assistance of 
the Bank is no longi'r conlined to the large-scale industries 
only. On the contrary, (he Jkink has lieen taking the greatest 
pains for financing small industries. It has now’ acquired more 
than 15 years’ ex|K'rieiiee since the iiolicy of financing small 
industries was begun by tlie Bank : and sinci? the eai’thqimke of 
1.1)23 and particularly since the financial panic of 1927, the Bank 
has been exerting itself in this direction even moi’e actively. 
It lias been recognised that an urgent need of the ])resent times 
is finance for small industrialists and it has been the declared 
])oliey of the Bank in j-ecent years to make particular and 
constant endeavour to supply their financial requirements. The 
jimvisioii of financial facilities for small industries is receiving 
the increasing attention of the Bank and an improvement is 
being achieved almost every year in this line of business. A 
cai'eful perusal of the semi-annual reports of the Bank discloses 
that the institution is constantly alive to the difficulties 

* Hixty-lirst i{e{i()rt lor the half-year ending June 30, 1932. 

^ J^'ilfv-nirith .1{<=‘poi*t lor tlie half-year ending June 30, 1031. Also Sixty-third 
Keport for the hulf-year ending June 30, 1933. 
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experienced by small and medium-sized industries in riiising their 
required finances; and is persistently moved by an in tense desire 
to do all it can lor them. 

In the latter half of 1931 the Bank took steps t<» c'lilurge 
yet further its policy of iinaneing small industries hjkI In iiifrease 
its efforts in tliat direction. Towards the close of 1932 a further 
najcssary extension was made in the facilities of this particular 
dopartnient of the Hank’s hiisirie.ss and an iiuprnvcincni A\as 
also achieved in the methods of operation. Jl iiicrcasd the 
number of staff in charge of this particular departmeni nf opera¬ 
tions and scrutinised cl<»st‘ly the real situations in the enterprises 
involve<l in order to m(*et th<*ir needs justly, promptly and 
appropriately.' Before granting its assistance, the Bank 
conducts a clo.s(> itivestigaliot) into tla* personal and nialerial credit 
of the applicants as Avell as into the conditions of the business. 
Assistance is rendered to sucli concrTiis only which have bcetj 
fairly good or are likely to grow witli such help. 

Advances are made to the small industrialists on the security 
of factory, machinery, and real estate'. But attention is jiot 
exclusively (confined to the material credit of tla* applicants for 
loans. Their j^sonal credit is also tak(>n into account. There 
are several instances where material sc'ciirity has been absohitely 
disregarded. Where the borrowers have been of ]>articularly 
reliable character and ability and have been able to show excellent 
business records, the Bank has not hesitated to meet liberally the 
financial needs of thesii enterprising men, even if they have been 
unable to offer adequate material security. The Bank has 
adopted since 1930 another i)olicy for financing small industries. 
As the security offered by small and middlo-cla.ss men in indnstiy 
is in the main deficient, the J3ank has decided to have recourse 
to the plan of making a loan to a group, the incmliers of Avhich 
will be individually liable for a fixed amount.* A constant watch 
is kept over the management of the concems after they have 
received the assistance of the Bank. The attitude of the Bank 
to the small industries appears to be markedly s 3 TOpathetic and 
full of solicitude for their wclfarc. Even in tliosc cases where 
the Bank finds itself unable to offer its assistance on account 
of something being wrong with their management, it 
does not, as a rule, show its cold shoulders and drop 


I Sixty-Bccond Keport For the half-year ending Deccinbep 31., 1032. 
* Fifty-eighth Report for the half-year ending December 81, 1927. 
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them out at ouw. liurcfiiUy uxamineH 

any such defect, iiiid with a view to improving their 
condition it offers itself tis tlioir adviser and takes a great deal 
of pains to point out to ihein what nioans sliuuld be adopted to 
put their house in in'cler. 'I’lins tiie door is not shut against their 
future financial assistance and tJie policy actually paves the way 
/or the provision of financial laeilifies at sonip other time.* 

The results of the policy liave heen particularly happy. 
Afany businesses, (tilicrwise indifiereni in tJie management of 
their affairs, have nrliiiilk lu-siirivd tlirni«‘hvs to improve thoir 
condition a,nd get iiiln a ]>osilioii to (/uali/y Ihoinsclves to obtain 
an accommodation from the TndnstriaJ Tlanli. In financing email 
industries as in the case of large industries the Bank has not 
simply supplied the rnonoy hot in eo-operation with the 
industrialists has also given (hoiii its good offices for readjustment 
or improvement of tlieir business.® Financing of small industries 
in small amount has now extended over the whole country. 
Having regard to tlui real needs in the industrial centres 
throughout the (H)unfcry, the Bank is trying to facilitate still 
further this kind, of fmaneing hy making enf|nirics into applications 
even from remote jtlaces or making provision for facilities 
of several other kinds. The fTOvernment of Japan which take 
a great deal of interest in the welfare of small industries have 
utilised the Induslrial Bank as a channel, since the earthquake 
of 1923, through w-liich to extend their financial assistance to 
small men in industry. The Dejmsits Bureau of the Government 
decided after the panic of 1927 to loan 50 million yen to small 
borrowers through the Industrial Bank, the Hypothec Bank and 
the Co-operative Societies’ Central Bank. The rate of interest 
for these loans was 5% to fij% and the maximum was limited 
to 3,000 yen. Again, we find in a Report of the Bank that 
when the Govcrnnicnt decided some time ago to advance for 
industrial purjxiscs ki tlu? small industnalists and traders in the 
area covering 2 urban and 17 prefectures, as much as 10,271,000 
yen was apportioned to the Industrial Bank. The Bank deter¬ 
mined the terms of advances to these classes in the three cases, 
viz., of making the loans directly, through ordinary banks, and 
through the associations of the industries and export trade. 
Financing of small industries was further facilitated in this way. 
The assistance rendered by the Industrial Bank to small industries 

i Sixtieth Beport for the half-year ending December 81, 1081. 

* Ibid, 
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has been particularly great after the earthquake and the 
financial panic of 1927. Besides the usual advances, emergency 
loans with a special lower rate of interest wmre frequently made 
The Bank has financed various kinds of small busincssc'is covering 
many ramifications of the manufacturing industry. The 
chief among them are sawing, wood-woi-king, furniture, jirintiiuf 
l)ook-binding, machines, tools, ice-making, celluloid firlicles 
plating, glasswam, food, hosier)', textile goods, dyeing and 
rubber. Figures allowing total advances and the number of 
accounts in which they were made are available for tlie following 
small industries ':— 


Total Advances 
fill inilliuns of yen). 

Number uf 
.Accoiinl.s. 

... 6.0 

217 

... 4.9 

299 

... 4.7 

217 

... 4.8 

289 

... 4.0 

401 

... 3.7 

810 


Small rndiixfi'ics 

1. Machinery inaiiufaciiirliif' 

2. Ohornicfils 

3. Saw niillinfj 

4. Prilltiug and Pookdiinding 
3. Spinning and Weaving 

0. Foodstuffs 


(•onvPv« i\u i r made by the Iiidiistrial Bank 

;(nve)s the definite Jinprossu.n loans to smaller or minor 

mdurtM are iapi% nicmlnig. nnriug the hajf-vrar eiicihig on 

14,640,000 )^en wei-e advanced to smaller enterprises the 

in already refeiTed to for business enterprises 

Ih ch 17. ’ term 

vhich ended on 31st December, 1928, loans to tlie smaller indus- 

les rose to 28,487,000 yen, the borrowers numbering 1,764 out 

of a total loan balance of 323,824.000 yen. The emergency loans 

dun^ the same period amounted to 1,636,000 yen, the number 

of torrowers being 763.‘ At the end of the term on 30th June, 

the amount loaned for small indnstries was 19.170,000 

» Herbert Bratter, Japanese Banking, p. 181. 

! A”* rndMWal Bank of Japu, Oeeanber M, 1097. 

Fifty-thud Report of (he loduetrial Bank, June SO, 1038 
* Faty-tonrth Report of the Indoitriat Bonk, December M, 1028 
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yen out of a totnl imumiit ol loins I'f yi5(),l)(30,19G yt'ii, the number 
of Ihutoavci's I'H'iufj Diiriiift ihi* next peiiod, /.e,, the 

year ending on Sisi Dicemher. J5)20, such loans amounted to 
22,764,75{i yen oni of a loial of 38(),('.::5(),()7;5 yen, distributed 
among y,(K}{) lioiroucrs.' 'I'lic follmviiig table illustrates the 
rapid groivtli of micIi Iikuis in iiinn* rt‘<'(*ut years : 


Hulf-yt'ur oudiii.: 

A*.;;iik*cs In .iiitiiM 
i i m ■I'** V:t > 

NiiiiiIht of 

l-i.rrnv ,os. 

Total Advuncett 
(Vein. 

June ilO. 

... •ja.iiHi.-tsi' 


;I70,(568,001) 

Bee. S51, VM) 

... .l.llS.lllil 


09.207,000 

Juno HO, Uh'fl 

... -j.v.ifio.imo 

4.rrJl 

4m,Goo,ooo 

Doc. HI, lOHl 

... .AO.l'I.-I.O.IO 

I.H/;-, 

4S6,(H)3,(XX> 

Juno HO, lOH'J 

.. iliMOT.ooo 

l.'KU 

484,110,CXX) 

Doc. HI, lOHti 

... ,V?.g/8.0(IO 

.‘i.O.’l.'i 

470,090,000 

The figures 

^ivcit nlntvc str 

ikingly illustrate AA'hat ai 


im[)ortaut prftportioii of ilu- tola! loans of (he l^ank is made up of 
the small loans luisincss. Such loans showed a remarkable 
tendency to increase and icached tin- p('ak at the end of December, 
1931. There was a ireiiKauhtu-' riisJi of applications for loans 
from small indiisirialists in that year. But since then the 
demand for loans from (Iumu has tended to decline. This is 
partly due to the economic recovery of the world, but partly due, 
doubtless, to the fact that the Bank had supplied ample funds 
Avhen they Avere urgently in need of assistance. Thanks to the 
Industrial Bank’s efforts, they are now A’ory Avell financed.* 

As ifgards the result of tin* luisiness operations of the Bank, 
although it incurred severe losses owing to depreciation of real 
estate and security values when the shipbuilding and other 
industries Avere caught in the fK»st-A\'ar slump, it is satisfactory 
to note that the institution has achieved a fairly faA^ourable record 
in recent years. I’he result of the loans has been in general very 
good. The assistance nuidered by it in the sphere of industrial 
reorganisation has promoted a great deal the rationalisation 
moA'ement in Japanese industry. Its mission as one of the special 
financial institutions of tlu? State has been accomplished to n 
great extent. Borrowers both large and small of the Industrial 


• Fifty-fifth Ih'ptut or tlie TiiduHirial Bank, Jun© 80, 1929. 

2 Fifty-flixth Report of tho Industrial Bank, December 81, 1999. 

^ Jlaia collected from varioiin Annual Beports. 

* tJixty-tbird iloport of ibe ludustrial Bank of Japan, June 80, 1988. 
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Bank have been able to repay their loans generally; and oven the 
money tl)at w'as advanced during the industrial crisis of 1930 
has l^en collected fairly largely. 'J’he j)olicy adojitod by the 
Bank in helping indiiHtrial companies to convert their loans into 
long-term ones or delxMitures issiuMl by them has in a great 
measure been responsible fur this collection. Thus the iHirrowers 
were not only itdieved from anxiety about their finances but the 
crisis in the indusfrial cii’cles was also averted. This, as the 
liovernor observed in the 39th Be|)ort, must be regard('d as the 
lultilment, in part, of the functions of the Bank to tin* satisfaction 
of all. The re(!ejit busine.s.s rer)orts of the Bank aniply show 
that it has e.xerted its full strength for the execution of its 
mission as a special linancial institution. It has niaint.-iined its 
established policy and has continiusi its efl'orts to render linancial 
assistance to its clients and industrial companies for ensuring 
their sound financial standing and ex])ansion in their business 
undertakings. It p(‘tTorms a very important fnneiion in the 

industrial life of Japan. .\t lio time ])erbaps were its scirvices 

more iK'odcd than during the world depression. Ever true to 
its mission and faithful to its traditions, the Bank rose to 

the height of the occasion ami generally extended its sympathy 
and assi.stanee to tlu' sorely stricken indjistries of the 

country. In assisting a large mnnlK'r of industries, it, bow'ever, 
observed a cautions and discriminating policy, insisting, 
wherever necessary, on rc(»rganisation and rationalisation as a 
condition of its assistance.' The industrial crisis which was 
threatening to envelop Japan in the autumn of 1030 was, it may 
lx? recalled, averted by the statesmanlike action of Mr. Ynki, the 
(rovernor of the Bank. 

The industrial development of Japan has progressed at 
immensely rapid strides. Between 180.5 and 1028 she achieved 
an almost 8ix?ctaeular development and her mainstay was trans¬ 
formed from agriculture to industry. In estimating the share of 
the Industrial Bank in this amazing industrial progress of Japan, 
however, the influence of other factors should not bo forgotten. 
I'hc Industrial Bank is not the only factor in Japanese industrial 
financing. The Hypothec Bank, which was designed on the lines 
of the French ‘ Credit Foncier ’ to make loans on immovable 
property, also engages actively in industrial financing. The 
Deposits Bureau of the Government lends considerable sums 


^ The Statist, November 17, 1934, International Banking Section, p. 757. 
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through the Bank to smaller industries. In recent times the 
Bureau has also b(>gun to play an interesting part in underwriting 
debenture issues. In 19-9 it was reported to have underwritten 
a 20 million y^eii Daido liiloetrie Power Company issue. Ihe part 
it took in the posl-war linancing of industry has lieen remarkable. 
It is evei’ exteiidiiig ils aetivities !ind in 1929 it was announced 
that it would iid\!mie money on security of fire-proof and quake- 
proof buildings in Tokyo and ils vicinity.' 

The local agii<iilltiral and industrial hanks, which are in 
effect branches of ilie Hypothec Bank in different prefecftures, 
also play a pan in ilic financing of industries becMiise, Ijesides 
making loam to iigricalUirititii and public bodies, they extend 
thoir asHistance to i/ianu/uctiircs also. 

2'he comim'iviul hanks of Japan have also a sJiarc in 
industrial financing. There is a jx;rsistent tendency on their part 
to make extensive loans by way of accommodation to industrial 
concerns. In nioic recent times, it may be recalled, owing to an 
influx of deposits inh) the cotninercial banks especially after the 
1927 crisis, their tendency for industrial financing has consider¬ 
ably increased. Insioad of comfK*ting with one another to attract 
deposits, they are now com]»eling in uuderwTiting the issue of 
debentures." licsidc.s the commercial banks, savings banks play 
an important part in industrial financing, as they are large holders 
of securities. At the end of Juno, 1929, they held 852,955,900 
yen so invested, as compared with 3,277,732,000 yen held by 
ordinary banks and 754,657,000 yen held by the special banks.* 
Judging from conditions on March 31, 1929, one-half of the 
securities held by the savings banks consists of other than 
Government bonds, 'i'hcse savings banks are permitted to take 
up or purchase, with tlic approval of the Minister of Finance, 
debentures and stocks of companies and to make loans on pledge 
of the said securities and also on mortgage of real estate. This 
activity of the Japsuese savings banks is somewhat akin to that 
of their American rivals but the latter are invariably restricted 
to first class bonds only (and not shares also) in the matter of 
their investments. 

Private bankers like the famous houses of Mitsubishis, 
Mitsnis, Sumitomos and Yasudas have also been responsible for 

1 Japan Advertiser, April- 9, 1929, p. 7. 

^ 'llie TimoH U'rade and Engineering Snpplemeot, Banking Section, June 29, 1929, 
p. and June 28, 1030, p. 25. Slse supra, Cb. IV. 

a Herbert Bratter, Japanese Banking. 
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Diaay of the new industries of Japan. These powerful bankers 
liave extended their activities in the industrial field. There are 
probably few enterprises of importance in Japan in which at 
least one of the groups has no interests. The most jxjwerful 
|}anking houses are primarily industrialists themselves. 

The insurance companies of Japan have considerable invest¬ 
ments in mortgages on real estate and on factories as well as in 
security loans. T’bns they also play a large part in the long-ierni 
Jinancing of industiy. Their investments and loans on security 
have been rapidly mounting in recent years.^ 

Last but not least, the role of the Government must not be 
forgotten in this connection, 'riiey have had a big share in the 
rapid indnstrialisation of the country. 

Without atteni])tiiig to ininimise the importance of other 
factors in Japanese industrial financing, it must be recognised 
that the industrial Ihink had a considerable share in financing 
the economic develojjiiu'iit of the country. At the same time, 
however, it must be })ointcd out that the Government of Japan 
completely identified itself with the working of the Bank. Indeed, 
the Bank would have found it difiTicult to function, if the Govern¬ 
ment had not taken such a keen interest in its affairs and had 
not helped it with the immense' resources of the Deposits Bureau 
and in various other ways. 


i Thirty-fourth h'inancial and KcODomic Annnal of Japan, 1984, pp. 
86—1789 B. 



OHArTER X 

Jnuustriai. .\Jt»r{inA(iK Hanks jn Post-War Europe ’ 

I. The iiidiinlml Morlytufc Bank of Finland, Lid.* 

Tho Indusirial .Moilgugc; BiUik of Finland was one of the 
earliest and most iuipoviant ol the institutions that were 
estnhlwhed in po.ft-wtir JMuopc to giant long-term credit to 
industry thnnigh ihv jssiic <il' niorigage ho/ids. The name of ihv 
Bank in Finnish, as gi\cjj in the Articles of Association, was 
“ Suoinen Teo-lliims-iJyjwtcekkipanldvi 0. Y." and in SwedisJi 
“ Industri-llypolelcH haiiken-i-FiiiJaud A. B.” It was founded 
in 1924 with a paid-iiji sliare ea)>itai of 50 million Finnish marks, 
divided into 6,000 shares of 10,000 marks each. It was 
emjjowered to issue l)oncls. By an amendment of the Articles of 
Association, nuule oji April 11, 1934, the total amount of the 
outstanding bonds of tlie Bank was limited to ten times the 
amount of its share capitcii and restu've fund. The Bank was 
further entitled lo lake iij» sliort-tcrra credit not exceeding double 
the amount of the Hank'.s own funds, provided the security for 
the cn^dit did not eon.sisl of the Bank’s own bonds.® 

For some lime Ix'foi-e the establishment of the Bank 
negotiations had been taking place between the Bank of Finland 
and the largest jointstock banks and the leaders of Finnish 
industry for the pinpose of establishing a mortgage bank for the 
industries of the couiiti’y. I’lie idea was to obtain capital from 
foreign countries dn reasonable terms by means of bond issues 
and to use the liiiids t1iu.H obtained for advancing amortisation 
loans to indusirial enletprises on mortgages of their real estate, 
ground, forests, water-])ower and factory buildings. Tlie plan 


^ The sulisl.aiicfi o! this Chapter appeared in the form of a Bcrics of arfielcB in the 
Calcutta Review, June, Jiil}' and Bepteniber, 1934. 

» ITic I'lnire information about this Bank has been obtained direct from Finland. 
Mr. Guataf .h'ogciholin, (he Managing Director of the Bank, kindly replied to a detailed 
queBtumnaire framed by the writer and also furnished him with the Annual Reports. 
Balance-Sheets, and Articles of Association of the Bank.« 

s Chapter II, Sec. 8, Articles of Association (Amended), 11-th April, 1984. 
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attracted the attention of the Government, who cr)iisi(lcred the 
matter to be one of great public interest and on tlie 2r)tli May, 
1924, laid before the Diet a proposal for a State guarantee of a 
foreign loan not exceeding the equivalent of 500 million Finnisli 
marks.* 

The Btdieme subniitled to the Government for the statutes f)f 
the proposed Dank Avas CHUitirmed on 5th June, 1021, and the 
constituent meeting of the shareholders of the Bank was held on 
the folloAA'ing day. ft was announced in the meeting that the 
entire share capital of the Bank had been paid up on the same 
day. The shares were divided into two series, of Avhicli 80% 
belonged to series ' A ’ and 20% to scries ‘ B.’ The ‘ A ’ series 
of shares Avas taken over by the founders, the participating Itanks, 
tiz., A. B. Nordiska Forenings banken. Kansallis-Osake-Pankki 
and Helsingfors Aktie bank: the remainder, the ‘ B ’ series of 
shares, was to be taken ov('r by tiiose tiwners of industrial enter¬ 
prises who AA’Ould receive financial assistance from the Bank to 
an amount equal to a fixed percentage of their borroAvings.® 

The object of the Bank AA-as to supply the long-term credit 
requirements of the industries of Finland by granting amortisation 
loans to industrial enteqirises on mortgage of their real estate, 
ground, machinery, forest, Avater-poAver and factory buildings in 
Finland, in aci^ordance Avitb the law foi- mortgage in force.® Tt 
did not provide initial capital to industrial concerns by subscribing 
to or underwriting their shares. The provision of working capital 
to industry was not also its business.® The amount of loan 
granted in each case should not exceed 60% of the appraised 
value of the industrial property mortgaged. Two unprejudiced 
specialists were to be employed by the Board of Directors for the 
purpose of valuation. Tn assessing the value of the property, 
attention was to be paid not simply to its value as such but also 
to the security which the undertaking represented by its 
remunerativeness in regard to payment of interest and amortisa¬ 
tion. The period for amortisation of loans was not to be more 
than 26 years.® The buildings and machinery belonging to the 
borroAving industrial undertaking must be insured against fire in 


1 Keport of the lodustrial Mortgage Bank of Fitilnnd, Tjtd., 1024, Hrlsingfors, 1025. 
9 JLetter to the writer from the Managing Director, Mr. (^. Fogelholm. in reply 
to a questionnaire, dated the 6th November, 1934. 

* Gh. I, Sac. 1. Articles of Association, 1984. 

^ Iietter to the writer from the Managing Director of the Bank, op. ctf. 

■ Cb. II, Sec. 6, Articles of Association. 
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an institution approved by the Board before a loan can be granted. 
According to Sec. b (»f the Bank’s statutes, tlie borrowing 
enterprise should also furjiish, besides tJie mortgage deed for the 
nomi nal value of the loan, a separate iiitcrest-ljcaring undertaking 
for an amount e(|nal to 5tl% of the nominal amount of the loan, 
as security for uhicb a mortgage should also be obtained.* The 
Bank could not A'nd more tlia/i lo% of its total borrowing to one 
and the eanie indiistrinl midertalcing.* 

The Board of Thivdors of tluj Bank consisted of seven 
members, of whom ojm memlH^r was aj)pointed according to the 
instructions of the lilinistiy of Finance' because of the guarantee 
given by the Finnish State to the bond loans taken up abroad 
by the Bank. This member partifdpated in the management of 
the Bank on tlie same right and in the same way as the other 
members of the Board. The other meinbers wore elected by the 
participating banks and the borrowers of the Mortgage Bank. 
Originally it was laid down by tJu*. statutes that the owners of 
shares belonging to scries ‘ A ’ should elect 3 members and those 
of shares belonging to series ‘ B ’ another .3 members. At a 
special meeting of the shareholders held on 2.5th .Tune, 1924, 
the statutes were alterc'd, in compliance with the wishes of the 
syndicate granting the bond loan, in such a manner that the 
holders of ‘ A ' shares would elect 4 members and those of ‘ B ’ 
shares 2 members." Tlu* amendmeiit was confirmed by the 
(lovernment on lOlh .fuly, 1924. The Board of Directors were 
to determine tlie bases and detailed instmetions for the valuation 
of property on which loans w<'re to be granted; to decide as to 
the issue of bond loans and other loans on behalf of the Bank and 
as to the security to be provided for them ; and to determine the 
general conditions of loans. 

The Bank bad lo transfer 25% of its annual profits to 
a Eeserve Fund until the fund amounted to 25% of the sharp- 
capital and thereaffer not less than 5% until the reserve fund 
amounted to 50% of the share capital. A dividend not exceeding 
6% might only then be paid out to shareholders. Of the 
balance remaining, one-half should be transferred to a fund for 
redeeming the guarantee undertaking referred to above.* The 
remainder was at the disposal of the meeting of the shareholders. 

* Ch. n. See. 6. 

• Ch. m. See. 7. 

Oh. ITT, Sec. 17 , Articles of Association. 

^ See Sec. 6 of the Articles of Association. 
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The loss in any year was to be covered in the first instance by 
unappropriated profits and the reserve fund. But if these were 
not sufficient to cover the loss, the Bank was entitled to liave 
recourse to the undertakings delivered by the borrowers in additioji 
to the mortgage deeds, the rwjiiired amount being divided among 
all the borrow’ers in proportion to the outstanding amounts ol 
loans.* 

The Bank’s negotiations for obtaining a bond loan from 
abroad wore completed early in -luly. An American consf)rtium 
with Messrs. Lee Higginson of Jiosto)) at its Ijcarl, agreed to 
grant to the Bank a bond loan of 12 million dollars at 7% 
interest; and the agnjement was signed on the 7th of duly in 
London. As soon as the bond loan was settled, the Board took 
steps to organise the business of the Bank with great care and 
effort. I’he principles and manner of valuing the different forms 
of real estate to be mortgaged as st'curity by the borrowers, for«?st 
land, machinery, and water power, were carefully determined ; 
and a staff of technical experts was employed to assess propeidy 
the value of these properties. Thus at a meeting of the Board 
held on 2nd August, 1924, separate “ assessors ” were appointed 
for valuing different forms of industrial property: two for 
buildings and machinerj', two for landed and forest property and 
three others (two being regular and one a substitute) for water 
power. In consultation with these “ assessors ” the Managing 
Director framed questionnaires to which prospective borrow<*rs 
were required to reply. Besides these specialists, the Board 
had already selected as early as July three other gentlemen lo 
participate in the capacity of exj)erts in the decision of important 
questions by the Board.* 

At meetings of the Board, held on 30th July and 4th August, 
1924, terms were draAvn up for the amortisation loans which 
the Bank would grant out of the funds secured by the bond loan 
on real estate security as prescribed by the statutes. The debt 
undertakings were to be made out in dollars and would bear 
interest at 7J% and be amortised by means of equal payments 
to be made semi-annually during the same period as the Bank’s 
bond loan, i.e., 20 years reckoning from 1st July, 1924. The 
same capital rebate as allowed on the Bank’s loan would also be 
allowed on the amortisation loans. These terms were outlined 


> Ch. rv, See. 98. 

> Keport of. the Industrial Mortgage Bank, Finland, 1924, Helsingfors, 1025. 
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in detail in a piosiu'ciiis wJiich was issued to owners of Finnish 
industrial concerns. 

The Bank l)(';;,in djxTiiiions (»ji 21st August, 1924. Appli- 
cations to he sen! in In lore (lie 15th nf October were invited for 
loans from owners nl indnsiri.ii eonceins in Finland by issuing 
notices in tlie piess. One Imiuln'd and live applications for loans 
were received, aiitonniinj: lo a lot.il of 5()().255,000 Finnish 
marks, 'rhesc m )■!: !!ions were dealt with during October, 
Novemlm-, nud ih'(vu)k-r. SiMv-two uppIicHtions totallinff 
41,08(t,00(t F//inis(i in.irks were refused ajid 27 amortisation 
loans wen? gra/Ued altogether for Finnish marks 

equivalent to $!K7(;s,ss7 (tit tin ex(diango of JI0.70). Of this 
sum 250,787,311 .711 Finnish marks (efp/ivalent to $6,543,761) 
were taken u}) dining the year. I'hore still remained 16 
applications anioiinting lo l.‘{0,/50,186 Finnish marks to he 
dealt with Avhile, of ilu' fnnd.s obtained through the bond loan, 
/6,665,186 Finnisli marks only were .still available for disposal, 
when the year clos'd.' 

The value of the property mortgaged by the borrowers as 
security for tin; amortisation loans granted during the year was 
assessed at Finnish marks 1,066,678,701.25. The loans granted 
thus represented on an avi-rage 36.6% of the assessed value of 
the mortgaged pi'operlies and afforded ample securitv to the 
Bank. 

After five years, the Hank was again able in 1930 to assist 
Finnish industry l)y the grant of amortisation loans. It took up 
in that year a fresh laaid loan of U2,000,000 at 6% to be redeemed 
by annual instalments in 25 years (J5th April, .1955). The 
contract for the loan was concluded on April 15, 1930, between 
a syndicate composed of several financial institutes,* the Bank 
and the Government rd the Eepublic of Finland which signed a 
guarantee for the loan. Acc.ording to the terms of the contract 
the proceeds of the bond loan w^ere to be employed for granting 
amortisation loans to industrial concerns in Finland against a 
first or second mortgage on real estate belonging to them. The 
mortgage deeds of the amortisation loan were to be deposited 
with the Alinistiy of Finance as soon as they were duly completed. 

* iiepoii of ihi‘ JiKliistiial Mortgatff Bank of Finland, 1924, HclflingforB, 1925. 

* 'llicy wore— ^'Ffaiiihroii Bank, Lid., Tx)ndoii ; J. Henry Pohroeder A Co., 
.London; McuiktL^olin Co.. AiriRterdani: Nederlatiderhe Handel Maataechaippij 
14. V., AniHfprdaiii; fttopJtliolms Ennkildfi Bank, Stockbohn; tbe Bank of Finland, 

A. B. Nordiflka ForoitingK ban km, KanBallis-Osake-Pnnkki and Helsingfors Aktie banki 
-—all in Hplsingfors. 
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The proceeds of the bond loan were paid to a special account 
in the Bank of Finland, The Industrial Mortga*rc Bank 
would have to produce a certificate from the Minister of Finance 
that the mortgage deeds had been deposited with the l^ank 
Inspectors, or other approved secuiitics ecjuivalent to a corres- 
|)onding amount had been present'd, whenever it wjiiited to 
draw upon tlie procecids ol the bond loan deposited in i|jc Bank 
of Finland. As the eompletioii of mortgage deeds iiik(>s a long 
time in Finland, the Board of Directors of the Moitgttge Bank 
submitted to the Minister of Finiinco that the joint sureties 
of the three participating hanks should l)e accepted as the 
temporary security. It was .also |>rop(jse(l that, in 1lio.se cases 
in which the mortgages could tint he completed at once, the Bank 
would pay the amounts of ilu^ loiinn for tlu' amortisation loans 
granted on the temporary siiiety of one of these banks, in 
which case the joint surely of the iliree hanks should remain in 
force, until all its mortgage deeds duly (umijdeted had been 
de{)Ositcd with the Bank Insjx'otors, lo whom the Ministry of 
Finance had entrusted the charge of these doonrnents. The 
proposal was approved on lotli April, 1930, and immediately 
afterwards the joint surely undertakings of the three shareholding 
banks were deposited there. 'I’lio terms for the amortisation 
loans to he granted out of the procwnls of tlie bond lojm were 
decided by the Directors at their meeting held on the 23rd of 
April, 1930. The same term of amortisation was fixed as for 
the bond loan : the same capital rebate was also to he allowed as 
on the Bank’s bond Joan. The annual instalments were to be 
paid every six months at the rate of 3.99.5% of the nominal 
amount of the loan, equivalent to an annual rate of interest of 
6.2%. The mortgage deed and the guarantee of 5% of the 
amount of the loan as demanded by the statutes of the Bank were 
to be made out in pounds sterling.' 

As before, notices were issued in the press inviting 
applications for loans from Finnish industry. During May, 1930, 
128 applications were received, totalling Finnish marks 
988,272,150. One hundred of these were refused and one was 
left undecided, the valuation not being ready w'hen the year 
closed. The remaining 27 applications amounting to Finnish 
marks 380,302,350 (;€1,971,500) were granted. The total 
assessed value of the industrial property hypothecated to the 

> Koport of the InduRtrial Mnrtf^age Bank of Finland. Ltd., 1930. Knopio, 1981. 
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u I Hip lofiuA ijranted amounted to PinnisJj 

represented 32% of *1“^ o“8® jy-anted cnnniat^/l 

sev^eral cases tL securities of tlie loans granted consisted of 

second mortnagos. There «en; earlier mortgages on the 
preperty^momdiu, l'’innish marks 126.209,960 or 10.6%. 
These mortgages eousistod mostly ol the .securities for the dollar 
loans issued by the Jhuik in 1924 and J925. 

i?/ the /uortgii^v deeds for ilie 45 mortgage loans 
granted out of the funds obtained by the Jlaiik from the bond 
Joan of 1st July, were duly registered and deposited with 
the Bank Inspectors. 01 the 28 mortgage loans granted from the 
proceeds of the Imiid loan of 15th April, 1930, 20 were also duly 
registered and dejjositwi. No new mortgage loans were granted 
during J9f32 ‘ aiid 1933.“ A new 6% bond loan for 5 
years was issued by the Bank in 1934. The object was to 
obtain the neciessiiry funds for redeeming the entire outstanding 
amount of $0,30U,000 of the liond loan of 12 million dollars issued 
in the United Slates in 1924. The Government transferred 
to this loan the State guarantee granted on the dollar loan. It 
was underwritten by a syndicate consisting of A. B. Nordiska 
h'orenings banketi, KaiisHllis-Osake-Pankki and Helsingfors 
Aktie bank.’ In accordance with a decision of the Board of 
Directors, 11 mortgage loans were granted during 1935 to the 
total amount of Fmk. 47,500,000 out of the funds deposited in 
Finnish banks.* The Bank furnished assistance to middle-sized 
firms as well as larger industrial concerns. Its assistance was 
generally confined to the export industries, owing to the condi¬ 
tions of the guarantee granted by the Government for its bond 
issues. Both the bond loans of 12 million dollars and 2 miUion 
pounds were guaranteed by the Government. There was no 
system here, as in the case of the Industrial Bank of Japan, of 
the Government lending to it at favourable rates of interest. 
The Bank did not work as a commercial bank but only for its 


1 liepori of the Industrial Mortgage Bank of Finland. Ltd,, 1932, Kuopio, 1983. 
s Keport of the Industrial Mortgage Bank of Finland, Ltd., 3938, Helsingfors, 

2934. 

3 Beport of the Industrial Mortgage Bunk of Finland, Ltd., 1984, Helsingfors, 

1936. 

* Keport of the Industrial Mortgage Bank of Finland, Ltd., 1986, Helsingfors, 
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industrial customers. It made no short-term loans ; it discounted 
no bills ; and it accepted no deposits, either long or short* 

The financial results of the Bank’s business, as seen from 
the latest balance-sheets and profit and loss accoimts, were not 
unsatisfactory. The annual profits for 1930, 1932, 1934 and 
193G amounted to Fmk. 651,346.19, Fmk. 3,237,122.03, Fmk. 

I, 270,081.41, and Fmk. 30,11,397.36 respectively. In estimat¬ 
ing the profits of the Bank, the high amount of taxation paid 
should be taken into consideration. Finnish limited liability 
companies had to pay an unnsually heavy income-tax as well as 
a tax on property. The amount which the Bank had to pay as 
taxes every year was not inconsiderable.® This acted as a great 
burden on the institution and put great difficulties in the way of 
its fulfilling the task of arranging clieap long-term credits for 
Finnish Industry.' It is satisfactory to note that as regards its 
mortgage loans, the Bank was not obliged to protect its rights 
at any forced auction nt)r to resort to any other legal measures 
for collecting its claims.^ 

The Bank’s own bonds outstanding at the end of various 
years between 1924 and 1934 are given below (in Fmk.)*:— 

vm liiao jiiss isss i<j34 

47(},4(X),(HJO 719,040,OU) 04.5,511 ,*290 013,556,807 8,753,319 

II. The Natiomil ITmujarian Industrial Mortgage Institute, Ltd.* 

Like the Industrial Mortgage Bank of Finland, the National 
Hungarian Industrial Mortgage Institute w'as specially designed 
for granting long-term amortisation loans to the industries of 
Hungaiy. It was founded in 1928 by the Boyal Hungarian 
Treasury and the National Union of Manufacturers (Gyariparosok 
Ors/agos Szovetsegd)’ of Buda^Mtst under Law XXXI of the same 

^ Sdiirce ; Ijcltcr from Mr. Guslal KojrfJholiii, the Maoaging Director of the Bank, 
dated the 25th September, 1233, n'piying to a (|ue.6tioaiiairc framed by the writer. 

^ For iuetaiiic, tlio Bank paid aa taxes Fmk. 530,036.60 in 1030 and Fmk. 
780,01.5.70 in 1032. 

Ueport of tlip Industriiil Mortgage Bank of Finland, Ltd., 1030, Kuopio, 1031. 

*• Iteport of the Tlldl 18 tria^ Mortgage Bank of Finland, Ltd., 1086, Helsingfors, 

1087. 

A Balance-Sheets of the Industrial Mortgage Bank of Finland, Ltd., for the years 
1024, 1030, 1032, 1083 and 1084. 

” The requisite documents were obtained from the authorities of the Institute in 
Budapest with the assistance uf the Boyal Hungarian Consul in India. 

^ Federation of Hungarian Factory Industries.*' 

37—1789 B. 
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year Unlike Hk- Rmisl' instiintio”, the State |^oip,t„| 
uniine «' ^ I i„5,ii„ie. Tbc Boyal Hungarian 

herelnthe.h«rc ca|.t "I ' , 

Treasury subscnliwl to N'/o iw V. , fo tMjm c 

uiaounted to 10 viillion (/.<’.,<> , « i^/vwi 

10,000 shares, each shnw hnving a nominal value of J.OOO 
pengos. The iciiinijiiug '^0% of iIjc* shares ^^as subscribed by 
the National ( iiioii of j\Iami/<i('tur(.’rs aiid its Fiidiistiial 'Member 
Uniom. Accoriliiifj: to the AHioios of Association, only 30% of 
the original cajiifal bad to lx* paid forlluvitb.' According to 
the latest balaofc-sliccls available, (»0% ol tlic aiitborised and 
issued capita] ol Oie Institute, /.e., (> million pengos, was paid 
up. The lioyal Hiiiigarian Oovornrnent exercised supreme 
control over the Tjisliliite throngh its Minister of Finance. TJie 
latter appointed a eonnnissioner who jierinanently supervised tlie 
carrying on of the business of the Institute in accordance with 
the Law and Articles of Association and also controlled the issue 
of bonds, wdn’cli imist bear iiis certificate. He had access to all 
})apcrs and docimuMiis and was bound to attend the General 
Meeting of the In.slitute and might attend any meeting of the 
Board of Directors and of the Council of Supervision. Any 
resolution pass('d by the (leneral Meeting or the Board which 
was not consistent with the Laws or Articles of Association of 
the Institute niiglit he vetoed by him within 8 days from the 
passing of such resolution. All resolutions vetoed in this 
manner were to be held in al)oyaue« jtending the decision of the 
Minister of Fiinince. ’ 


According to the Articles of Association, at least two-tliirds 
of the Board of Dii-ectors must ])e citizens of Hungary. Any 
]jerson who hi*ld any office or employment with any other 
Hungarian Tnstituti* having a similar scope of business or ■witli 
any financial institute having close connections with indus¬ 
trial enterpri.-K's was debarred from being elected to the 
Dinictorate." No loan could be granted if objections are raistxl 
by two or nioi-c nieinboi's of the Board of Directors. 

Besides tli(> (leucral Meeting of the shareholders and the 
Board of Directors, there is a third organ of the Institute, viz., 


' Articl(>s ol AsNocintiou of the National Hniigarian IiidiiBlrial Mortgage Institute, 
C’h. TI, para. 6. 

® Chaplcr A’lII, paras. 88-41 of the Articles of Association, adopted at the 
ronslituent meeting of the Inslilute on 29th August, 1928; approved by the Royal 
■Hungarian Minister of Finance in concurrence with the Royal Htingarian Minister of 
Commerce and the lioyal Hungarian Minister of Justice. 

» Articlea of Association, Ch. IV, para. 25. 
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the Coluicil of Supervision. No memlier of the Council could 
accept an oflice or employnient with any other financial inKtitiile 
in Hungary as conducting similar business. At Irasi three of 
the members must be citissens of Hungary. ’J'lu* ('oiincil 
supervised the carrying on of the business of the luviiitute iu 
all its branches. It could always inspect tlic books, ))ii|icrs and 
cash in hand of the Institute.* 

The objects of the Institute were to cariT on c\chisi\('ly the 
following business transactions, riz. ;— 

(.1.^ To grant, either in Hungarian or any other curjviicy, 
loans, secured by inortgagi^s registered in the Central Jiegister of 
industrial enterprises in accordance with the Law .\Xf of l‘.)28, 
to dointstock Coinpanies and Co-operative Associations carrying 
on industrial enterprises. 

(2) To issue first niortgage bonds on the basis of loans 
secured on the mortgagi;s enuinerated in the preceding jiaragrajih, 
made out in the same currency in which the claims constituting 
till* underlying security of the issue w»‘re made out.* 

The Central Register of industrial enterjirises nderred to 
above was kejit in the Royal Court of Justice in Budapest and 
contained provisions enabling enterprise's registered therein to 
mortgage not only their land and immovable assets hut also their 
machinery, jilants, stocks, work in progress, book debts and other 
current assets.’ Such mortgaging, however, allowed tlu; mort¬ 
gagor to carry on the business of the industrial enterprise and to 
conclude legal transactions connected therewith and incidental 
thereto, alienating his movable assets and pledging them in 
favour of third creditors.* 

The issues of the first mortgage bonds of the Institute must 
be made with the approval of the (Joverninent tiommissioncr and 
the Trustee of the Bondholders whose rcpresentati\’e, like the. 
Government Commissioner, had access to all documents and 
paj)erH having reference to the business of the Institute. In 
connection with the issues of such Bonds, there must be 
set aside out of the cajiital of the Institute a special Reserve 
Fund earmarlced to secure such bonds equal to 20% of the 
principal amount of bonds issued. The aggregate amount of 


* Articles of Association, Gh IV, paras. 90*3]. 

3 Articles of Association, Gb. Ill, para. 9. 

® Law XXI of the year 1928 on Industrial BondK, para. 3. 

^ Law XXI of the year 1928 on Industrial Bonds, porn. 5. 
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, f n,f. (Hilstaiulins mortf(ap[(5 bonds should not 

Tii. W mmt l«> i..v«W .» Mi.r.te appro.^ by 
the aon-mmoni C,mwim,m<T .hkI ll«’ 'Trustee for l.a ^nd- 
holders payabJe in tho same ciDToncy ns that of the Iwnds m 
resfMsct of Avhifh siieli reserve was erented. Besides this 
special Beserve Kinul at JeJist 10% of (lie aiiniml net profits was 
to be carried to (lie ordiiinry reserve of the Institute. A poi’tion 
of the reinniniii^ pro/its. not exeetvlinf’' '*)%■ was to bo applied 
to the benefit of tlie employees of the Institute. After all these 
deductions wenv made, the bahmee uas aA'ailable for distri¬ 
bution as dividends, but in no eireiimstanecs dividends were to 


exceed a rate (jf 5% pt'r annum on the jiiiid up eajjital.® 

The Institute {^ranted loans on written application from 
industrial enterprises. The applicants must correctly answer 
the questions set forth in the prescribed application foiTns 
and must furnish all details rcftarding tluMr financial position. 
They must also make statement that they would alloAv the 
Institute to make fidl enquiries into their financial situation and 
would authorisf* tJu^ Institute and the Tnistecr of the Bondholders 
to examine the hooks, the way of carryinj? on their business 
as well as all circuinslanccs. connected with their finances.* 
Loans on first mort}fa«[('s, securing the horul issues of the Insti¬ 
tute, Avould only he fjranted ])rovided that— 


1. Tangilde assets (exclusive of goodwill, patents, trade 
marks, etc.) so mortgaged by industrial enterprises were found 
to have a “ basic viilue,” by independent valuers employed by 
the Institute, of not less than three times the total amount of 
the loan. The *' basic value,” which was the basis upon which 
loans were k) be granted was estimated by careful computation 
and comparison of tla; book value, the going amcern value and 
the break-up value iji a forced .sjile of tbe l)orrowing concern.* 

2. Quick ,'is.sets of the borrowing enterprise covered the 
principal amount of mortgage loans as to 100%. 


1 Articles of Association, Ch. TII, parae. 10-11. 

* Articles of Association, Ch. V, para. 85. 

a ijettcr, dated the 2Gth October, 192B, from the Chairman and Managing Director 
of the Institute of Messrs. Onaraniy Trust Company of New York. Also Ch. Ill, 
para. 10 of the Articles of Association. 

* Articles of Association, Ch, X, para. 43. 

A Articles of Association, Ch. X, para. 44. 
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3. The borrowing industrial enterprise could satisfy the 
Institute that on the basis of its last ordinary closing account 
made up in the then existing gold currency of Hungary, available! 
net profits, after due provision had been made, for n^gular 
depreciation of plant, buildings and machinery, for l)ad and 
(knibtful debts and taxes, were suflicient for the i>rc(oding (isi-al 
year to cover the annual interest and amortisation payable on 
the loan not less than three times, and after 1929, only if this 
result was sh(»wn on the mean net profits for the piccedijig three 
years. 

4. The Board of Dirc'ctors of the Institute Avere satisfied 
that th(*re wc^re no special reasons to anticipate that such yirolits 
would not be maintained in future. 

fi. No loan should he granted when more thaji one Director 
objected thereto. 

0. That in lieu of (2), (3) and (4), other apju’opriate full 
security, approved by the (Joverument Commissioner, the 
Trustee for the Bondholders and the Board of Directors of the 
Institute, was given for the mortgage debt as to both principal 
and interest.’ 

All moHgagors must maintain the conditions as set forth 
above and keep the mortgaged properties in first class working 
order and fully insured against damage by fire, acts of Cod or 
any other casualty and also against ch/miage tstoj)page of 
work). They were to permit the Institute, at any time Avhen it 
or the Government Commissioner or the Trustee, for Bond¬ 
holders considered it necessary, to have an audit or revaluation 
of its assets made.’ 

The minimum loan that the Institute might grant must not 
be less than 10,000 jxingos or the equivalent in the foreign 
currency thereof. The loan might be given (!itber in ready 
money or in bonds issued by the Institute according to its option. 
The object of the Institute was not to make profits and declare 
very high dividends. Hence the rate of interest to be paid by 
debtor enterprises was not to exceed the rate of interest of the 
bonds to be issued on the basis of the loan. Besides this interest, 
they had to make a fixed contribution to cover the administration, 
management and other expenses of the Institute as determined 

1 Jjetter, dated October 26, 1928, from the Ghairraan and Managing Director of 
the Institute to Messrs. Guaranty ^ust Company of New York. (Information issued 
by the Company.) 

* Articles of Association, Ch. Ill, para. 10. 
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bj lie Boani of l)i.wb..s iu “? Ooveniment 

Commimiiiner.' They luw »!»' bi UJakc to tie Inetllute won- 
nimital ciuttuhitiiv iimorlissition j){iynicnts on tJieir debt, 
culculatcd in ncctinl.'iiict' witJi a iv^jiiiar {iniortisation schedule, to 
rojjay such loajis w illi iiitcrc-sl by the diiic of tJjc maturity of the 
bonds in respcci nf w liicli I be inorf.^affos liiid licen created. 

A separnle amnilisfition Iniul «jis to be created for each 
issue of first ni(iri;i':i} 4 't‘ bonds out ol llic .siinis paid in by the 
debtors iji iic(t(irdiiii('(‘ with the plan of amortisation on the title 
of principal, in(crc.>ii and annnily-instalrnenls. Tin* amortisation 
fund was to be kepi <piile separate and distinct and must be 
applied at the eailiest date; of payment in amortisation of the 
bonds of the Tiislitnte. rendiii'j application in redemption of 
Ixmds, however, the fund mijflit Im‘ temporarily invi^sted with 
the approval of (be (Jovermnent Commissioner and of the Trustee 
for Bondholders in— 

(a) Buying (ixed inlereKt-boarin{>[ seeiirities officially quoted 
on the stock cxcbanj^i*: 

(h) Advancing' loans lor a period of not more than 3 months 
on such s(‘curitics up to the maxiimim of three-fourths of their 
market value quoted in the slock exchanges ; 

(c) Discounting bills of exchange maturing within throe 
montlis; and 

((/) Discounting alKivmncntioncd securities and coupons 
thereof wliich fell duo oi' isoukl fall due ndthin the next six 
months.* 

The first mortgage bonds were to be redeemed at their face . 
value in ready money wilbin the term indicated on them by ■way 
of drawings, up to an amount not less than that corresponding 
to the amortisation in accordance Avith the sinking fund scheme 
of the mortgage loans. The Institute, liowever, Avas empowered 
to make at any time extraordinary draAvings aftt?r having given 
previous notice thereof by advertisement.* 

The mortgagors A\crc entitled to repay their debt in advance 
of the regular amortisation schedule at any time. They might 
even be required by notice to pay in advance under the following 
circumstances*: 

(1) When the borroAvers were declared bankrupt; 


> Articleft of ABsotMation, Gh. X, para. 48. 

* ArticJcH of AsBOcialion, Ch. X, para. 61. 

* Articles of Association, Ch. X, para. 62. 

* Articles of Association, Gh. X, para. 46. 
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(2) When they failed to pay in due time all wages, salaries 
and other preferential liabilities; 

(3) When they failed to comply with their obligations under 
contract, inspite of intimation, within the term fixed ; 

(4) When, after the grant of the loan, it appeared that tlu' 
particulars which they put at the disposal of the Institute and 
vvhicdi served as the basis of the loan were inconsistent with lli<* 
facts at the time of granting the loan ; 

(5) When, in the course of revaluation ordered hy tltc 
Institute, it was found that the value of the assets mortgaged had 
undergone sucli changes that the claim of the Institute had 
discontinued in pursuance of the Articles of Associatioji to be 
properly secured. 

Payment of principal made vohintarily in advance of the 
regular schedule would be applii'd to jcdeinption by purchasing 
bonds of this issue in tlur open market at prices not in (‘xcess of 
par plus accnicd interest. If bonds were not available or when 
payments were not volnntan’, such payments would be applied by 
additional drawings in respect of the sinking fund. All bonds 
redeemed were to be cancelled. 

As regards the enforcement of it.s claims, the Institute enjoyed 
.special privileges. The ]aw-court..s were bound to issue, within 
three days of a notification by the Institute that a mortgagor had 
defaulted, authoritative decrees for tlic seizure of the assets of 
defaulting debtors and the sale thereof at auction.' Law XXI of 
1928 provided that in case of default or when the claim swmed to 
have discontinued to be properly secured in consequence of 
changes in financial conditions, the courts should, on application 
from the Institute, direct appropriate measures for safety—among 
others, sequestration. The Institute might be appointed scqncstri 
curator, if it so desired. The itcquestri curator so api)ointed had 
the right to take possession of the enterprise and carry on its 
business until the legal procedure of the enforcement of the claim 
was completed.* Under the Law, the book entries and accounts 
signed on Ixshalf of the Institute constituted legal proof. 

The mortgages on properties and assets of the borrowing 
industrial enterprises, on tlie basis of Avhich the first mortgage 


* Ijetter, dated the 26th October, 1928, from the Chairman and Managing Director 
of the Institute to Messrs. Guaranty Trust ('ompany of New York. (Information 
iasned by the Company.) 

> Fare. 16 of the Law XXI of 1928. 
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bon* were issue.!, were pretaW from the levy of any eaeention, 
even for pahik laves am! except m the care of comimlsory 
wending np or bankruplej-. thin! iwrrens <ould not acquire any 
rights concerning them.' 

The first bond imio of the Institute was an issue of 
$5,000,000 tnonlv-vcjir First Mortgage Sinking Fund 7% Series 
‘ A ’ gold dollar Iwinds. Tl»e bonds were in couiion form, in 
denomination of $1,000, mid were dated November i, 1928. 
Tliey were to ni.iliiiv on Novemlier 1, J94S. Tlic interest was 
7% jier annum jia vidile semi-annualI 3 ’ on Maj- 1 and November 1 
of each 3 'oar. I’lie /irincipal and interest were payabh* in gold 
coin of the I’nited States, of or equal to the standard of weight 
and fineness existing on NovomlMT 1, 1928, at the principal office 
of Guaranty I’nist Company of New York or at the option of the 
holder at the office of the Institute in Jludaifcst. No deduction for 
public charges or taxes existing or to be iin]X)sod hereafter was to 
be made from this interest. The iiaymcnt of })rincipal and interest 
would be made alike in peace and war irresiiective of the citizenship, 
nationality or residence of the holder.® The bonds were issued 
at 94f%. 

These $5,000,000 bonds constituted a direct obligation of 
the Institute and were secured according to the Articles of 
Association by— 

(а) An equal aggregate principal amount of first mortgages 
on industrial ent(‘rprises; and 

( б ) A special reserve fund amounting to 20 % of the 
principal amount of series ‘ A ’ dollar bonds outstanding, to be 
invested in dollar securities approved by the Government Commis¬ 
sioner and the Trustee for Bondholders.* 

According to the report of the Board of Directors of the 
Institute for the first financial year, long-term industrial mortgage 
loans were made, on the basis of this first bond issue of 5 million 
dollars, to the amount of $3,514,000 up to the 31st December, 
1929. During the second financial year 1929-30 such loans 
advanced by the Institute amounted to $1,091,000. The total 
amount advanced during the two financial years thus amounted to 
$4,005,000. The sum of $395,000 which was still available 

» Articles of Aasoriatioii. Ch, IT, para. 12. Also para. 17 of the Law XXI of 

1U28. 

- Lniormatiou iRsiierl by Messrs. Guaranty Trust Company of Mew York. 

Tho rarioiiB lypes of securities held in the Special Reserve Fund set aside to 
secure the first, mortgage bonds outstanding arc given in Appendix I. 
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for disposal was distributed in 1931. There was a large nunil)er 
of applications from industrial enterprises both in 1929 and 1930. 
I’lie Institute could not act as promptly as it should have liked in 
the matter of granting the loans because it had to consider 
carefully the effects of the world-wide economic crisis which had 
set in. 

The loans, cxunpleting the total $5,000,000 lK)nd issue wia’c 


distributed among the different 

branches of 

industiT 

follows' 

: — 

Dollars 

1. 

Troll aiul Metal iudiisiries 

... 910,000 (P 

5,233,108) 

2. 

Cbemieal indiiKtries 

... 659,(XX) (P 

3,198,507) 

3. 

Woollen Ololli nianiifaeiorios 

... (514,000 (P 

3,507,782) 

4. 

OtTier Textile faetories 

... 641,000 (P 

3,090,7.33) 

5. 

Silk ware faotoi'ics 

... 46.‘),000 (P 

2,645.119) 

(i. 

7. 

JVinling and Piiblisliing (.'o. 
Cliinn, Kayencfo and llriek 

... 547,000 (P 

3,125,011) 


niaiiufaclorioK 

... 204,000 (P 

1,165,452) 

8. 

Spirit distilleries 

Carpfdi weaving factories 

93,(XX> (P 

531,.309) 

1). 

97,000 (P 

554,162) 

10. 

Paper luills 

... 198,000 (P 

1,102,609) 

11. 

Milling iiidnsirk's 

... 3a8,000 (P 

2,188,079) 

12. 

Oil refineries 

88,000 (P 

502,744) 

13. 

Mriish niaiinfactorios 

35,000 (P 

199,9,55) 

14. 

Foodstuff factories 

... 267,000 (P 

»5,(XX),000 (P 

1,625.370) 

28,565,000) 


The task of the Institute did not end with the granting 
of the loans. For the protection of its interests it always 
kept an anxious and critical watch over the financial position 
and management of the lx»iTOwing industrial enterprises. On 
the basis of the experience gained in this connexion, the Institute 
proved to be of much useful service to its debtors in promoting 
their interests in various ways. 

In estimiiting the rinaneial results of the Institute’s assistance, 
accoxint must be taken of the effects of the prevailing economic 
depression upon every trade and industry. Fi-om the very second 
year of its existence, it had to carry on its activities under the 
shadow of the most wide-spread economic crisis the world had 
ever known. The gloom deepened more and more as years rolled 
on. In the circumstances, the scope of its activities had to be 
considerably restricted. When it had completed the granting of 


^ iteport of the Board of Directora of the National Hun^farian Industrial 
Mortgage Institute, covering the second financial year from Slat December, 1029, till 
Blst December, 1080, Budapest, 1081. 

8&-1788 B. 
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the Joans on its first bond issue, there could be no question oi a 
fresh issue of hands and of further granting oi loans during the 
third hnancial jear. ' In consequence of the acute Snancial crisis, 
a number of the Institute’s debtors also defaulted and became 
insoivent. Then; was one instance of insolvency during the first 
financial year, but as regards that tbe claims ol the Institute 
happened to be fully s(!curcd.* During the next financial year, 
two factors became insolvent; but considering the great economic 
importance of tbi^se factories, the Institute, as sequestri curator, 
succeeded in inaintaining tlieni in operation after foreclosure.’ 
One of these was an important textile factory. The smaller 
borrowers of the Institute Uicame insolvent during 1930-31 and 
during the next liiiancial year, four companies, three of which 
ladongcd to th(‘ iron and steel uianufacturing group, defaulted 
and were put under foreclosure.^ As regards the insolvency of 
the defaulted borrowers, the Institute did not lielieve that any 
loss would be incurred by it. The results of the liquidation of the 
assets of the companies under foreclosure and the collection of 
their outstanding claims tend to support this belief.* As regards 
other borrowers, only a very’ limited number of them were in 
arrears with their amortisation instalments. The rest of the 
Institute’s borrowers regularly and punctually paid all interest 
and amortisation instalments and by the end of the fourth 
financial year closing on Slst December, 1932, the arrears in 
interest and amoi tisation payments due from borrowers became 
insignificant.' 1’he difficulties of the borrowing enterprises were 
no doubt very great but they were immensely benefited by the 
provision of the long-term industrial loans made by the Institute 
at a time when the need for them had never been greater. These 
loans must have enabled the industrial concerns to face with 
(H)mparative strength the stress of the financial storm.' 


^ Kepcirt of tlie board of Directors, National Hungarian Induatrial Mortgage 
Institute for tlie Third Kinaucial Year (19d0-8]), Budapest, 1992. 

Heport of the Board of Directors for the Second Financial Year (1929-80), 

Budapest, 1981. 

•'* Jtepori of the Board of Directors for the Third Financial Year (1930-81), 

Budapest, 1931. 

^ Heport of the Board of Directors for the Fourth Financial Year (1931-82), 

Budapest, 1938. 

® Ueport of the Board of Directors for the Fourth Financial Year (1981-82), 

Budaiiest, 1988. 

• Jbid. 

^ Keport for the Third Financial Year (1980-31}, Budapest, 1982. Also Beport 
lor the Fourth Financial Year (1931-82), Budapest, 1988. 
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As regards the profits of the Institute, it is loiiiitl from a 
study of the Balance-Sheets and Profit and Loss accounts ihal its 
net profits amounted to pengo 66,746,08 in 1930, pengo 11,24 
in 1931 and i)eiigo 76,218,56 in 1932.* 

III. The Prorhicinl Mortgaije Bank of Sa.ronj/^ 

Tile Industriiil Mortgage Bank of Finland, Ltd., was an 
oxiiinple of a private jointstock eonijiany without any ])artiei])alion 
by the State in its share cnjntal. The National Hungarian 
Industrial Mortgage Institute was a jointstock company, the major 
portion of wliose capital had been subscribed by the State, ^’ho 
Provincial Mortgage Bank of Saxony is be distinguished from 
these two tyiies in that it was a State institution whoso entire 
foundation capital of 1 million RM. had been contribuied by the 
(TOvemmeTit. The Bank (;ame. into existence on 1st October, 
1925, in accordance with the Law of July 20, 1025. Truly 
speaking, it was an annexe of the Stale Bank of Saxony. The 
pre^mises wort; supplied by the State Bank and the personnel was 
also taken from it.® According to the business regulations all 
jiaymcnts for the Bank uerc to be deposited M’ith the State Bank 
of Saxony. All payments of the Bank to the borrowers Avere also 
to be placed with the same institution. The business of the 
Hiretjtorium of the Bank, according to Sec. 12 of the statute 
relating to its establishment, was made over to the Directorium 
of the State Bank, which in connexion with the business of this 
institution signed as “ Provincial Mortgage Bank of Saxony.” 
The juridical officials of the State Bank w'ere also its officers. 
The State Bank itsed to get adequately paid for the management 
of its business, the rate of payment being fixed by the Minister of 
Finance. 

The Provincial Mortgage Bank of Saxony had its seat in 
Dresden. Its object w'as to promote real credits for indnstiy, trade 
and handicrafts in the free State of Saxony.* It obtained the 


> Balance-SheetR and I’rofif and TiOSH accoiintR of tho National HiingAriQu 
industrial Moi1.gage Institute for the years ending 3lBt December, 1930, 1031 and 1932. 

* 'He sources are all in German. The necessary documents were obtained from 
the authorities of the Bank in Dresden. Saxony. 

3 Business Beport of the Provincial Mortgage Bank of Saxony for the year 1925. 
(Bericht Saohsischen Landeepfandbriefanstalt Uber Das Geschaftsjahr, 1925.) 

* Statutes relating to the establishment of a Provincial Mortgage Bank of Saxony, 
July 20, 1925, See. 2. 
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necessary funds for iiiiikinpr the loans bv issuing interest-bearing 
bonds. Bonds «eic dividi-d in series, each senes maintaining its 
special siiiortis.-.tien »«! ifsen-e funds.’ Tlie sum total of circula¬ 
ting bonds mnsl not c.vmsl U million I!M,; and they must bo 
covered to the I'xlent of tlicii' nominal lalne h\ nioitgcigos ol at 
least the same vnhuf and iM’arIng al least the same amount of 
interest.* The institution was resjionsihle for the bonds with all 
its property. 

Loans were furnished on mortgage of industrial and commer- 
einl lual estate to indiistiy, trade and eraft. Other real estate 
connected witJi the ftirmer in business way eonld also serve as the 
basis for loans, provided it belonged to the self-same owikm*. Not 
more than 30% of the value of the real estate was to be taken into 
consideration in granting a. loan. This value had to be estimated 
according to the sale as well as the income possibilities. 

Lands lying in Saxony could Ik* mortgaged even when they 
were not used dirwtly for professional pur|H)ses, provided they 
were used for residential purposes by tl.ie credit seeker. Tdoans 
might be grantc'd iij) to 50% of the estimated value of such lands. 
I’hese rules vi'ere lo he apfdied only when the mortgage was 
valued at 20,000 KM.* 

The loans could lie made*, either in cash or in bonds. 
They were made against mortgages without reference to other 
securities, and could he withdrawn at a date earlier than that 
fixed, except Avheu so laid down in the contract. Besides the 
mortgaged property, the bonds issued by the Bank enjoyed an 
additional security. Every credit seeker was jointly and severally 
liable up to 10% of the loan granted.* 

The application for a loan must be made in a form of the 
Bank given for the puipose which should be fully and correctly 
filled up by the credit seeker. Along with this application the 
liorrower must furnish the three latest balance-sheets, profit and 
loss accounts, an interim balance-sheet if necessary, abstracts 
from the grundbuch, the latest information about the property 
tax, insurance policies for the machines and all other inventories, 
etc. The borrower must allow the Bank to examine all his 


1 Ibid., Bee. S g) mi (2). 

» Ibid., Sec. 6 (3). 

» KtatuteB relating to the eBtabliHhrucnt of a Provincial Mortgage Bank of 
Saxony, See. 8 (1), (2) and (8). 

4 JbMf., Sec. 9 (1), (2) and (6). 
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proiKjrties. The Bank could even have the latest halanc-e- 
shcets examined by the State Bank of Saxony at the (!X))ense of 
the borrower and could also have the lands (])ro|iertv and 
inventory) ap])raised by an expt*rt. Until the loan had heeji 
paid back, the credit seeker was obliged to subniil conlinually 
every year without demand the balance-sheet with the profit and 
loss accounts within three months after the close of the business 
year. If the Bank so desired it could demand the interim 
balance-sheet also and could get all the books and documents of 
the boriwer examined by the State Bank of Saxony. In regaid 
to loans above 50,000 (IM. the balance-sheets must he signed l)y 
an auditor or trust company approved by the Bank.* 

*J'he loan was made in fine gold (1 gni. being ecpial to 
Kgm. of fine gold) in BM. or in foreign currency ; and it was 
to be based on the issue of Inmds worth the valiu* of tlic 
nominal loan. The bonds could bp cashed either through the 
Blink at the cost of the borrower or could be made over to the 
borrower on a basis of mutual understanding. The bonds, then, 
were not to be cashed completely or partially before a certain 
period. 

The bonds were divided in series. The rates of interest 
and the method of payment followed the rules of every series 
of the loan. The borrower had to pay an annuity to the Bank 
eveiy year in e(jual half-yearly instalments. This annuity 
comprised of interest, amortisation and risk of \% per year.® 
The Bank was also entitled to receive a sura for administrative 
expenses. An additional payment was demanded in dise of 
unpunctual psiyment of the regular quotas. The loan was to 
bear interest from the moment of issue. The interest would 
have to be paid for the same period for which the bonds also had 
to bear interest. The borrower, however, had to pay his interest, 
etc., forty-five days before the due date for the payment of the 
interest on bonds. If the borrower happened to be more than 
eight days in arrears in regard to the payment of interest, etc., 
the interest rose automatically up to 2% of the original loan 
excluding special repayments, in every case at least up to the 
legal rate of interest. At the same time the interest for the 
remaining amounts would have to be paid at the same rate.® 


1 BusiDesB RegulatioDB of (he Proyincial Mortgage Bank of Saxony, Art. 1. 

* Ibid., Art. 8 . 

* BuBinesB Begnlations, Art. 6. 
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The loan toiil<] I«' ieriiiiiiaUxl from tlic side of the borrower 
on three months' hroiii the side of the Rank it could 

lie terminated iiiidcr ilx- followinfj circumstances': 

(.1) If, afh'r I he loan had hcon made, it was found out 
that there Avem wiiijc (hscre/)ancies hetween the data presented by 
the borrower in lii> ap/)//cafi<»n for the loan and the actual facts 
relating to the iirojx'rty, etc. : 

(2) If the ilrlUor fiiiled to satisfy the ('oiitract ; 

(3) If cerlaiii portions of tlu‘ mortpigejl land were 
separated, without the permission of the Bank ; 

(4) If the title holder or |K)ss(^ssor of the mortgaged laud 
did not hold himself responsiMo for the debt ; 

(5) If it so appeared that the possessor of the mortgaged 
laud could not he fixed upon as a [lersonal borrower ; 

(6) If the insurance policies were not renewed and the 
preminms were not paid ; 

(7) If th(! horrovvirr became insolvj^nt and the mortgaged 
lands were placed on auction ; 

(8) If the machines or other tools and implements which 
were essential for the value of the real estate were destroyed or 
|•emoved from the land and were not replaced; or if nothing was 
done to reconstnirt or repair the land or if for any other reason 
the land diminished by m(»re than 20% in value, and if the 
borrower did not tiy to make amends for the loss in other ways; 

(9) Otherwise?, whenever it was necessary for the Bank to 
denuind the withdrawal of the loan for reasons of security. 

The Credit ('ommittec, in conjunction with the State 
Commissar, w'as to dwide whether there was a real danger. 

The Bank ha<l the right to cover its loans with liondB in 
case the borrower did not pay punctually and could demand of 
him the necessary costs. In addition to the amortisation and 
interest, etc., the horrow'cr must pay the Bank up to 10% of 
the loan whenever the bonds failed to reach the desired amount 
in order that the lesfjonsibilities of the Bank in connection with 
the bonds might ho discharged.* The State Commissar fixed 
the quota in such circumstances. Further payments could he 
demanded if necessary until the sum mortgaged was realised. 


> Ibid., Ar*. 6. 

* BiiBioeBS Begulntione, Art. 9. 
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The obligation to make additional payments ended one year 
after the complete repayment of the loan, unless in iIk? mean 
time the bori'ower was absolved of the responsibilities. 'Phe 
responsibility for amortisation and interest and additional pay¬ 
ments was to be assured by Itonds. For all these t iaims whieh 
were not assured by bonds, a new security rising up to .10% of 
the loan was to be deposited. As in the case of the i<'imiisJi and 
Hungarian institutions, the borrowers of the Saxoji Moitgagc 
Bank must have the l)uilding8 together with the ijistallations, 
tools and implements, I’aw materials and other goods insured 
against damage by lire or otherwise with an insurance company 
approved by the Bank and must keep them insured during the 
eutin; j)eriud of the loan. 'The liank coidd get these insurance 
documents examined by its own experts. It had ibe right to 
the sums insured. If it so desired th(! })ayraent of premiums 
was to be notified to it. The mortgage of the Bank was to be 
secured in every way by notice to the insurance company. The 
company’s certificate in regard to the insurance of the mortgage 
had to 1x5 handed over to the Bank. 'Plie Bunk had the further 
right of paying premiums and cjf making new insurance at the 
cost of the borrower.* If a life ixiliey was an additional security 
according to the terms of the loan to be offered by th (5 Bank, 
the policy was to be taken with an insurancts company recom¬ 
mended by the Bank on the condition tliat tlie sum assured was 
to be paid to itself. The sum assured served as the security 
of the obligations of the borrower and was to be dejjosited by 
the Bank with the State Bank of Saxony. The premiums might 
have to be placed with the Bank, if it so desired, in order that 
they might be made over to the insurance company punctually. 
The Bank, as before, bad also the riglit to pay the prennums at 
the cost of the borrower.* 

As long as the loan was not paid back none of the impoi*tant 
parts of the installations or accessories could l)e mortgaged or sold 
without the permission of the Bank.* 

The organs of the Bank were : 

(1) The Directorium; 

(2) The Administrative Council; and 

(3) The Committee of Credit. 

‘ IhU., Art. ifl. ■ 

* Bnameu Kegulations, Art. 14. 

» ibid., Art. 18. 
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The Dirertoiiimi was r(‘8i)on8ibIe for the administration, 
business inana^x'iiK'nt and jiidiciaJ and extra-judicial representa¬ 
tion of the Jianlv. it was, iii all the interests of the Bank, the 
principal autlioriiv in so lar as nothing otherwise was mentioned 
in tlie Act. The l)usiness of the Dircctorium had, as already 
noted, been traiisfened to the Direetoriuin of the State Bank of 
Saxony.^ 

A Credit Coiiniiiitvc nas to he ibrined in the jurisdiction of 
ever}' CJiuniher of ('oiimurce. The Coinmitlee ^vas to consist of 
a mend)er of the iocai (!hanilK*r of Conmierce as President, a 
rnernher of the /ocaI (’lifinih(!r of Bnsijujss ((Tew'erl)e) and at least 
tliree otiicr uiemlH'iM. All tlie ineinbers of tlie CJredit Committee 
wert^ aj)ji()inlc>d Ibr two yeai’s l)y tlie Direetoriuin w'ith the 
ajipi'oval of tiu* Stale Coniniissar. Tlie Credit (Jommittees were 
to lie of Jielp to tlie l)irectorinin for the affairs of their jurisdic¬ 
tion specially in regard to tlie demands for credit. The 
DIreetoriiini should not go beyond the amounts of credit recom¬ 
mended by the Credit {\»niniittees.“ 

The Administrative Council w'as composed of the State 
Commissar, the Yiee-T'resident and 12 other members at the 
highest. Three members were appointed by the Landtag for 
two years. 'I’he five local Credit Committees sent each one a 
member to the ('oiiiieil. These five members w^ere appointed by 
the Minister of Fiiiiinoe on the recommendation of Credit 
Committees. At least two of these members must come from 
the Chamlnirs of (^nlllllerce and at least one from the Industry 
and Trade Chauibers. 'Fhe other members were appointed from 
among the credit seekers on the recommendation of the Chambers 
of Commerce and Industry by the Minister of Finance and the 
Minister of Kcoiioniic Development. The Administrative Council 
had the power to siqiervise the business management of the 
Directorium; and with this object in view it could demand 
information in regard to all business affairs and’ examine the 
IxKiks and docimieiits or get them examined by others; it could 
also study the position of the bonds, mortgages, securities, etc., 
and could be present while the auditing of accounts was being 
carried on. While engaged in these examinations, the Adminis¬ 
trative Council niiglit draw upon the Bevision Department of the 


1 Statutes relating to the establishment of the Bank, Bieo. 12 (1) and OS), 

3 Scr. 15 or ilie Statutes relating to the establishment of a Provincial 
Mortgage Bank of Saxony, July 20, 1925. 
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State Bank of Saxony. It was also to be heard in regard to the 
specially important and fundamental affaire, for instance, interest 
amortisation and other rates, the principles of granting credit, 
the sale and purchase of lands, the expansion of tljc sphere of 
business, etc. If a majority in the Administrative Council rejected 
the suggestions of the Directorium, tl»e decision of the Minister 
of Finance wjis to be ajipealed for by the State Commissar. The 
preparation of the yearh' accroimts re.sk‘d witli the Administrative 
Council. It the State Commissar raised objections against the 
statement of accounts j)rosenlcd by the Administrative Council, 
the Minister of Finance, ag.-iin, was to be appealed to.' 

The Minister of Finance was liie KU2)crvising authority. He 
was em2)owered to nndertalu! ail measures that might l)e recpiired 
to govern the Institution in accordance with loans and regulations. 
He had to decide in regard to ail j)ersonal and national differences 
that might arise; among the members of tlie Directorium on 
whom his decisions wen^ binding. He exercised his power of 
supervision and control through the State Commissar or his 
representative af)2)ointed for the State Bank of Saxony. The 
State Commissar was aiitiiurised to undertake any measure 
necessary, to kcoj) him informed about the Institution. For 
iustiince, he was authorised to insi)wt all lK)oks and documents 
at any time, to examine the entire business management and 
administration, to demand information, to attend revisions or 
cause them to be undertaken and to take part in the meetings 
of the Directorium and Credit Committees or cause such 
meetings to be held. He should also see that the rules for 
cover in regard to bonds us well us the systematic amortisation 
of hypothecs and l)ouds were carried out.* 

As I'egards the lieservc Fund, it should be mentioned that 
in addition to the general Beserve, there was alst> a special 
Beserve for each series of the loan, called the series Beserve. 
Twenty-five per cent, of the net juofits was to be placed in the 
general Beserve until tlie Bewrve reached twenty per cent, of 
the bonds. After that the de}K>sit of tlic Government was to be 
furnished with interest, at the average Beichsbank rate. The 
rest would have to be used either for strengthening the amortisa¬ 
tion fund or otherwise in the interest of the borrower.* Provision 

^ StainteB relating to the esiabliBbrnent of a Provincial Mortgage Bank 
of Baxony, July 20, 1025, Sec. 14. 

* Ibid., Sec. 16. 
s Ibid., Sec. 19 (1), (3} and (8). 

89—1789 B. 
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for risk was to be added to the Iteserve as soon as 6% of the 
capital was reached: the rest was to be added to the amortisation 
fiind.* 

In case of liquidation, the State Bank of Saxony would 
supervise operations. In eiise any property was left after 
amortisation of bonds and fulfilment of other responsibilities 
including the rojjaymenf of the Slate dejxtsit, it passed over to the 
(Government for euipJoyiueJit for similar purposes.* 

The prej)inatorv wort for hrifiging into existence the 
Mortgage Bank and its orgaiiifuition was completed in the last 
tliree months of the year 1025. Actual business could be? 
undertaken during the first nionth.s of 1920. The whole (lerinan 
economic positioji nas >liaken by a severe crisis at the tinu*. 
Many firms whieJi canie into existence during the inflation 
period had to go into li(|iiidation ; and they took with them many 
others as they fell. There was the competition of foreign 
countries witJi highly inflated ciirremies. Already there was 
want of liquid eaiiital in (iermany. During the inflation period 
the different industrial underffikings had invested their capital 
in construction. .Vfter the return to stabilization, acute 
competition agani made its apficarance, and new investments 
were urgently <;affed for to reorganise old fuctories and adapt 
them to new mefiKjds and new conditions. There arose an 
enormous demand for long-tvnn credit, 'fhe undertakings could 
not without grave jxsks help themselves with short-term credit. 
In the circiimstanees it was strongly recognised that an institution 
w-hosc business would be to give long-term amortisation loans 
on mortgage to industry must lie of great economic value to 
tlie coimtry." As soon as tlio Saxon Mortgage Bank was 
established, it ciinie to be utilised by wide circles of industry, 
commerce and baiulierafts of Saxony." This also amply proved 
the importance of ((stablishing such a type of institution to meet 
the pressing demands for long-term loans from these circles. 

During the first three months of the existence of the Bank, 
want of capital stood in tlie W’ay of its extending large facilities 
to industry. It was felt that the enormous capital required 


1 StatiiteK relaiin^f to the egtflbliRhmrnt of a Provincial Mortgage Bank, 
July 20, 1925, Sec. 0. 

2 Ibid., Sec-. 21. 

BufliuesB Ucpoi't of the Provincial Mortgage Bank of Saxony fur the year 192ft. 
* Ibid., for the year 1925. 



INDUSTRIAL MORT6AOB RAinCS IN’ POST-WAR hhw.vk 305 

lor the purpotie could not be successfully raised in tlie local, 
capital market. Accordingly an attempt was made to tap tlie 
foreign market. Even liefore the Institute was functioning, 
negotiations hod been oijeued by the State Bank of Saxony with 
a. teaAvivg American institution, the National City ('oinpauy of 
New York, for the purjiose of raising a loan. Tin* negotiations 
lasted for four months and were finally fKineluded in .Tannarv, 
J92(), with the J-esult that the American Company agiwd to 
lurnish a 7% mortgage loan to the e.xtent of 6 million dollars. 
'Phis loan enabled the Institute to issue loans of the uoininal 
value of S31 million gold marks, bearing interest at 8% and 
redeemable in ‘20 yeai’s in uniform annuities of 

In anticipation of this capital from America, tlic first llirec 
niontliH of the Bank’s (‘xistence were devoted to the esaminatinn 
of the numerous applii^ntioiis for loans received l>y it. The 
examination wa.s carried on with great care. The credit¬ 
worthiness of the applifjants, the sale and balance sheets, the 
soundness of the firms were ruiiiutely examined. Tt was also 
necessary to form an idea of the basis of the firm taking Ihe loan, 
whether the. undertaking was likely to fail or not according to the 
constitution, nature and position of the business and whether it 
had the sure prosjieet of at least paying the interest and 
amortisation. 

During 1920, 1,000 applications were granted. Credits 

over 20,000 gm. were granted only after special consultation with 
other representatives of industry, trade and craft; those of 
100,000 gm. or over wore given only after permission of the 
State Commissar was obtained ; and tliose over 200,000 gm. after 
permission of the Ministry of Finance and the Administrative 
(/Ouncil.* The industries that were chiefly assisted were the 
textile and metal industries of Saxony."' In 1928 the foreign 
market for raising the bond loans of the Institute was closed 
and the internal market had to be resorted to. In the spring 
of 1928 Series V Bonds of 6 million GM. at 8% and Series VI 
Bonds of 5 million GM. at 8 % were issued at 98% and 97i%' 
respectively.* Every size and every branch of business was 
assisted and-every part of the country (Saxony) was represented. 


> iiiiBiness Keporl of the Provincial Mortgage Bank of Saxony for the year 1925 

> BnainoBs Bepori of the Provincial Mortgage Bank of Saxony for the year 1926. 

* Ibid., for the year 1927. 

* ./hid., for the year 1998. 
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As before, the (Jiiof industry' to be assisted was the textile 
industry. Tlie vciir wiinesscd a crisis in German economy 
the like of wiiieli liad ne'er Ijeen known before; and as a 
consequence, tin' tniddlinf* and sinallor industries came tc 
experience great difli(idli<>s. Tlic demand for industrial mortgage 
Joans was ver\ great but only a could be satisfied. Among 
the borrowers\'< rc to be found tlic most diverse sixes of business 
and praaticallv owry hninch of industry located in Saxony was 
represented. Jii (be next year (M)3I) tlicre were numerous 
applications for loans from industrial concerns of various kinds 
and sixes. The Hank found it p(»s,sible to accommodate several 
industrial and commercial enterprises. The amount of 2,037,000 
BM. was placed at the disposal of industry and commerce. An 
analysis of the loans granted in the year shows that.* 

34.7% of the loans were up to 20,000 GM. 

28.2% of the loans were from more 

than 20,000 GM. up to 50,000 GM. 
J8.2% of the loans were from more 

than 50,000 GM. up to .100,000 GM. 
18.9% of the loans were above* 100,000 GM. 

The prevailing economic crisis, however, ])revented further 
development of the Bank’s hnsiiu'ss. The sale of bonds as 
well as the issue of loans on acc(‘ptable terms became difficult. 
The borrow'ers of the Biink were! .also severely aflFected. 
During 1932 the crisis continued to affect unfavourably the 
transactions of the Bank in many directions. The issue of 
the loans camtj to a standstill and the insecure economic condi¬ 
tions of the year did not }>ermit the grant of long-period credit 
to industry. The tKirrowers of the Bank, the industrialists and 
craftsmen of Sa.xony, were struggling for their very existence 
during the year.* 

Inspite of Ihe fact that on account of the crisis, the export 
trade was paralysed and the industries of Saxony were in great 
difficulties, the situation experienced a turn towards recovery 
in the year 1933. The number of borrowers of the Bank who 
were in trouble became less in 1933 than in the previous year. 
The issue business, however, continued to remain almost at a 


1 BiiBinesfl Heport of the Proyinciat Mortage Bank of Saxony for the year 1981. 
^ Jt^uemeBB iieport of the Prorincial Mortgage Bank of Saxony for the year 1988. 
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standstill.* It was understood that as soon as tljt* economic 
situation would permit, the Bank >vould not fail to acpomrnodate 
the industries of Saxony with long-period credit.* 

As regards the question whether the financial Jesuits of the 
Bank's policy were successful, it may he raentioued that its 
loans were in almost every case well-covered ; and (he number of 
defaulting borrowers was never very great. A c.iijd'ul pcu-usal 
of the annual Business Ilc|)orts of the Bank from lOilo to 1933 
shows that it did not suffer any loss. This was stressed over and 
over again in almost all the Ke{Kirt8. Even during the severe 
crisis of 1939, the majority of the borrowers were found to have 
punctually fulfilled their obligations and there was no loss in 
any case.'* During 1931 and 1932 as the crisis lawame more and 
more acute, the Ijorrowcrs of the Bank began to experience 
greater difficulties bjit as before there wenj no lossj's. This 
must be due to the general caution with which the Bank always 
distributed its loans. No assistance was ever granted to any 
firm which was badly involved or whose recovery was doubtful. 
Eor example, many firms subj(*ct to vei-y unfavourable business 
conditions which had approached the Bank for assistance in 1929 
were refused any help. 'Phe Directors have ornjjhasised in their 
Rejjorts that the. Bank did not want to leave any dojibt that it 
was not a “ welfare institution.” * 

Tnspile of the most careful selection (jf Ijorrowers, however, 
it could not be prevented that some of them fell into trouble and 
became defaulters. But the numlmr of delinquents in every year 
was very small; and because of the very careful valuation of the 
raoiiigages, the claims of the Bank in almost all cases were 
satisfied. In 1928, for example, only 6 out of 670 borrowers 
became bankrupt.’ As the depression dee[)ened, the number of 
defaulters began to increase and it was naturally higher in 1931 
than in the previous year. The number of comjjulsorv' auctions 
undertaken by the Bank was also greater than in the previous 
year but the Directors’ Report emphasises that there was no 
loss in any case.* But with the year 1933, the situation 
considerably improved and the number of borrowers in trouble, 


1 Ibid,, for the year 1988. 

^ Ibid., for the year 1981. 

* Ibid., for the year 1980. 

* Business Report of the l^rovincial Mortgage Bank of Saxony for the year 1982. 
’ Ibid., for the year 1928. 

* Ibid., for the year 1981. 



308 


jXOI’STIMAI. 


FJ NANCE IN INDIA 


M already nat.d, lc>-» i" H'-’l? 

this year'(193.‘]) (oni|>iilM>'T cases only. 

Prom the |)/v<r.liiifi (liwMission, it is clear that the Bank’s 
rword is q.iitc .1 l>.>pi-v one. The institution weathered the 
financial storm vc ix .i..ec-<.4nllv and indeed it is hifjhly creditable 
that it did iini <uirvr a/n losses, altlion^rli the crisis severely 
affected its iiuhisinni ciislomcis. The success with which the 
.Bank j^enerallv cariicd on its operations even in the midst of 
tlie most severi* cri.^is ( Jcrinany liad ev(‘r known amply demons¬ 


trates the jiraclical ^alllc of the development of such institutions. 
As the Directors of the Bank have remarked in its Business 
Ro|«)rts, “ Days like those of 1930 are real touchstones for the 
correctness of the vi(*ws accordiiifi to Avhieh the Bank was 
established.” “ 

The position of the bonds issued and outstanding on the 
3lKt December, 1933, is indicated in the following table.*:— 


1. 

7% 

C.S.A. $ Ronds 

3 

.“(.(XlO.OOft— 

$ 1.780,000 

2, 

0% 

(fl%) CIM. IMundhriflt? Srrir II 

GM. 

,5.f«0.000-rrM. 

3.992,200 

H. 

0i% 

U.8.A. $ Ronds. 

* 

1.000,000— 

$ 1,553.000 

4. 

6% 

I'.S.A. $ Bonds 

$ 

2,000.000— 

$ 890,000 

s. 

6'.o 

(H%) GM. ITjiridhricIc Scric V 

GM. 

.5,ono,ooo_aM. 

4,159.400 

0. 

6»i. 

(8%) GM. Pfnndhricrc Sorir VI 

GM. 

o.ono,ooo^aM. 

5.218,300 

7. 

0% 

ffl%) GM. I'fandhrirfo Siric VII 

GM. 

Bfi7S.r>50 - OM. 

3,572.600 

H. 

r.% 

17?,') GM. J^raiidbricfc Srrie VIII 

GM. 

7.000.000-GM. 

6,477,800 


IV, The Notional Economic Ronh of Poland * 

The National Economic Bank, or Bank Gospodarstwa 
Krajowego as it was called, was established in 1924 by virtue of 
an order of the President of the Beptiblic, dated 30th May, 1924, 
as the result of a fusion of three Polish State Credit Institutions, 
the Polish National Bank, the State Bank for Reconstruction and 
the Credit Institution of Galician towns. The capital of the 


I [hid., for I he yeor 1933. 

a BiisinoBR Report of the Provincial Mortgage Bonk of Saxony for the year 1980. 

Soclii«clie Tiomleap-andbriefanstalt Bilanz fur den Slat December, 1988. 

^ Ail the? nocesRarv literature was Becured from the authorities of the National 
Kconomic Bank, Warsaw, with the assistance of Mr. K. Banaainiki, Oonsnl for Poland 
in India. 
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Bank, as defined by the statutes, would consist of sli.ircs lidd by 
the State Treasury, by tlie undertakings of the State iuid (,| 
tlovernment authorities, by the authorities of J'jihirinates, 
(jounties and unions of inde|)endent towns, not suliordiiiatc to 
counties and all undertakings belonging to these lociil .iiiilioiiiics. 
The proportion of the cajjital t(» he lield by the Tieasmv and 
State undertakings should not he Jess than 00%.' Jt was 
originally started with a capital of 35,000,000 zlotys. TJiis was 
subsequently increased to 1*20,000,000 zlotys in 1027 and again 
to 150,000,000 zlotys in 10*2H. TIu' entire crapital of the Bank 
was owned by the State. Jt was a State Institution called into 
being at a time of crisis in order to reconstruct the (‘c<»noinic life 
of Poland; and its linanciai sphere of a<'tion embraced every 
branch of l^olish economic life. 

The authorities of the Bank were the President of the Bank, 
the Administrative (!ouucil and the Managing Oomniittec. The 
President was ap2)ointed by the JYesi<Jent of the Republic on the 
proposal of the (Jouneil of Ministers for a term of 5 years. He 
had supreme control over the entire activity of the Bank. The 
Administrative (Council consisted of the chairman and of nine to 
fifteen members appointed for 3 years. The Minister of Finance 
appointed nine membci's and the remaining six were apixfinted by 
Local Govei’nment authorities or their Thiions according to their 
declarations as to the amounts contributed liy them tow'ards the 
capital of the Bank witiiin the limits of their maximum 
permissible holdings. As the Treasury held the entire capital, 
the Council consisted of niiu; members appointed by the Financ.e 
Minister only. The functions of the Council consisted in the 
general direction of the activities of the Bank and the siqxjrvisioii 
of the work of its executive agencies. The Council was 
em|H)wered to decide on all matters not reserved for the decision 
of the Finance Minister. The ultimate control of the Bank was 
vested in him ; and he hud the right to ap])oint a Government 
Commissioner to represent him.® It was the duty of the 
Commissioner to paHicijiate in the meetings of the Administrative 
Council in an advisory capactity, to check the regularity of the 
activities of the Bank in respect of long-term credits and to 
control the issues of mortgage lx)nds and debentures to the limits 


' ('hartAr of the National Economic Bank, Art. 4, Warsaw, 1990. 
a Art. 20. 
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laid down by the laws.' TJie Managing Committee was made 
up of one GonernI Majiager, t wo Assistant General Managers and 
Managers. TJjcv all cleetcd by the Council and approved 
by the Pinanct* .AJifiistcr. The Managing Committee conducted 
all the business of the Hanh, ivpreseiited the Bank in its dealings 
with third parties and administered its proix'rly." The members 
ol the Managing ('i)niniitiee might attend the meetings of the 
Administrative t'ourieiJ in a consultative capacity." Besides 
these authorities, ihcre were three auxiliary agencies of the Bank, 
viz., the Auditing (Vanmittee, the Discount Committees at the 
Mead and Branch ollices and the (’omniittce for matters relating 
to autonomous authorities and Savings lianks.' 

The basic function of tin* National Economic Bank was the 
provision of long-term credits. The various kinds of long-term 
credits that the Hank was empowered to grant were mortgage, 
communal, railway and industrial loans, repayable in instalments 
or in one payment, in mortgage bonds or debentures or in cash. 
Mortgage bond loans were, chiefly granted on land estates, urban 
immovable pmpei ties and for the conversion of cash building 
loans. Communal 1oan.s were granted against communal 
debentures to tStal(! and Local Government authorities, water 
boards and public legal in.stitutions having the right to levy 
taxes. Kailway loans were given by means of railway debentures 
to State and Local Government authorities and their Unions, 
towns and private lailways. Industrial loans were given by 
means of bank debentures. I'hese bonds and debentures might 
l^e placed both at home and abroad and might be made out in 
zlotys, gold or foreign currencies. They carried a guarantee 
of the Treasury of the Kepublic of Poland. The mortgage 
l)onds were guaranteed to an unlimited extent, communal 
debentures up to oOO million gold zlotys, railway debentures 
up to 20 million and bank debentures placed in foreign markets 
up to 100 million.' The duty of the Bank consisted further in 
the promotion of financial institutions, founded by Local 
Government authorities (Savings and Communal banks), the 


1 StatnieB of the National Economic Bank, para. 102. The remuneration of 
the Commissioner is paid from the funds oi the Bank. 

3 statutes of the National Economic Bank, para. 88. 

3 Jbid; para. 91. 

* Ibid., paras. 93-97. 

^ Decrees of the President of the Bepublic, dated the 17th September, 1926 and 
30th December, 1924. 
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fostering of building activity and the reconstruction of the 
devastated areas of Poland.* Although the main object of its 
activities was the provision of long-term credit, they were not 
confined to it exclusively but comprised the granting of sliort 
and middle-term credits as well. Besides, the Bank condiuTed 
every description of banking business, having s]X5ciaI regard to 
the needs of St.nte and State undertakings aiul Local (hivernnient 
authorities and their undertakings. It accepted deposits on 
(dicquc and current accounts and on Savings books; it discounlod 
bills of exchange and granted fixed loans and credits on current 
accounts on various kinds of securities, purchased and sold liills 
•)f exchange, issued drafts and accepted deposits of securities, 
documents and jewels.® 

The net profits of the Bank were to be divided as follow's:— 

(1) R]iecial reserve! funds were to be created out of .3.5% of 
I he not profils for Iho purpos** of securing the mortgage bonds 
and debentures issued by the Bank in proportion to the respective 
issues; 

(2) anotlicr rc.serve fund from 40% of the net profits to 
be equally divided among the various branches of the Bank : 

(3) and the remaining 25% was to be distributed among 
the Government and local autborilics in proportion to their 
share holdings.’ 

The sources of funds for the operation of the Bank were 
four-fold : 

(1) The Bank’s own capital and reserves, 

(2) the proceeds of the bond and debenture issues, 

(3) deposits, and 

(4) Treasury funds. 

The long-term credits were mainly based on the mortgage bonds 
and debentures; while the short-term credits vvere based upon 
the deposits accepted by the Bank. Tt received deposits both 
from public and private institutions as well as individuals. They 
were made up of sight (cheque and current account) and savings 
deposits, as well as term-deposits. Besides deposits, the Bank 

1 Obufter of the National Economic Bank. Arte. 5^; Statutes of the Bank, 
pane. S, 14, 18. 88, 48 and 50. 

3 Statutes of the NaMonn! Economic Bank. para. 68. 

* Ibid., para. 74. 

40-1780 B. 
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administered a Jarpo volume of Treasury funds which were 

destined for various purposes. These funds comprised mainly 

the State Buil-hn^' Fiuul from which loans w’ere advanced at a 
low rate of inifiesl for tlic construction of dwelling houses. The 
credits furnished from flic Treasury fund assumed chiefly the 
nature of medium and long-lcrm credits and only partially that of 
short-term credits. 

As alreadi noied, tlu; activities of the National Economic 
Bank extended to every sphere of the country’s economic life. 
We are intenrsicd only in ils relations to industry and we shall 
confine our attention e.vehisivciy to its activities in that sphere. 
Its operations in the mortgage, railway, municipal, building and 
reconstruction hrant hes were no doubt highly important; but a 
review of these activities doe.^ not fall wdthin the strict limits of 
our study. W'c shall, therefore, proceed to make a detailed survey 
only of its industrial financing activities. The relations of the 
Bank towards industry wm-e of a two-fold character, first, its 
relations towards industrial enterprises belonging to the State 
and the Bardx itself and secondly, its relations to private 
industrial nndert ihings. As regards State and associated under¬ 
takings, the (hiiv of the Bank consisted in phacing them on 
a sound financial fooling, maintaining at the same time their 
commercial character. The assistance granted to these 
niulertakings took (he form of (1) provision of initial capital, 
(2) grant’ng of wtuking capital, (3) and allocation of investment 
funds, when reouirod, in the sliape of long-term mortgage credits 
in l ank debentures. Apart from this, the Bank was particularly 
interested in (he rationalisation of indiistrial concerns and the 
concentration I'f tlaur production.* Financial assistance granted 
to private industry by the Bank was also expressed in the same 
three forms. Industrial credits granted by the Bank were thus 
both long and short-term. The former -were granted either in 
the form of debenture loans or cash loans. The latter which 
were for working capital purposes took the shape of discount, 
time or goods credits and of over-drafts on current account. 

The right to participate in industrial undertakings was 
conferred upon the Bank by Art. 11 of its charter. The 
provisions of this Article empowered the Bank to establish, to 
conduct or to act as intermediary in the formation of undertakings, 

' Th(> Aofcivitv of the NaHonal Kconomic Bank in its relation to.the economic 
situation in Poland in J937. Bxpose of Dr. Boman Gorecki. Chairman of the Bank, 
at the Press Conference held on 24tb February, 1098, p. SO. 
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provided that they were the property of the Stale, Local 
Government authorities, corporations having the power to levy 
taxes for their own requirements as well as of pnvale concerns, 
(he establishment or holdings or shares in w'hich v.erc cleeracd 
iiecessai-y by the Minister of Finance in conjunction with the 
Ministers concerned. 

The activities of the National Economic Bank in lesfiect of 
the provision of industrial loans wore directed, ever sinci; its 
establishment, cluefly towards the financial assistance ol industrial 
undertakings which were of economic importance to the country 
as a whole, and to those ecuncjmic organisations in the existence 
and development of whicdi the Government had a special interest. 
Hence the enterprises which had enjoyed primary consideration 
in the matter of financial assistance w'ere those connected with 
the chemical, inctallnrgiciil and electrical industri(?s. Owing 
to the conditions under wliitdi the economic life; of T’oland 
developed during tlie first years of the existence of tlic Bank, it 
could not confine its activities exclusively to satisfying the finan¬ 
cial rerinireinonts of State undertakings. During (lie inflation 
period and the subserquent prolonged depression, nnnienu.is private 
industrial niidertaUings hadly suHered iroin lack of credit facilities. 
Unable to oldain financial acconiinodaiion from the ordinary 
channels, they were cnnipciled to setvk assistance fnan ouis'de. 
The supply of foreign capital available, however was too 
inadequate to satisfy their requirements and hence it became 
necessary for them to invoke the assistance of tlu? State. The 
National Economic Bank, being the institution s])ocially called 
into being to carry out the Government's intentions regarding 
the reconstruction of the econouiic life of the country, had to 
take upon itself the task of providing finance for those struggling 
industries. Long-term cash credits were liberally granted to 
numerous undertakings during this period so as to help them to 
pull themselves out of the economic morass.^ 

On the termination of the crisis, again, these began to 
require large volumes of permanent capital to carry on costly 
schemes for developing, modernising and m-equipping tlicir 
factories to keep themselves abreast of the times and to adapt 
their production to the increasing requirements and altered 
demands of the market. They had to make fresh issues of share 


Keport of the DiraetorR. N»tions1 Eoonomio Bank, for tlio fInaiieioT ymr 1997, 
Wsnftw, 1998, p. 98. 
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capital. jBut cJ tliwii iiiiablc tt» obtain the 

necessary funds ir<ini llic investing public, Ihev sought again the 
assistance of tlio Jiauk. Accordingly the Bank hud to take over 
large parcels of shares to retain them in its puitfoJio until the 
industries conc(.‘ru('<l wei't* able to obtain sufficient hnancial 
nmntanc^ from /he public. In the cireimistances the holdings 
of the Bank in i/jdiistiial undertakings were not insignificant.' 

Application.'- iVoni industrial concerns for long-term credits 
in the form of hunk debentures wcue subjected to the closest 
scrutiny as njgards theii- financial and twlmieal soundness. No 
assistance was ever gjanted to sclicmes, the object of which was 
to bolster up enteiprises of au unsound character. Finance was 
always readily granted wherevtu- a particular tendency towards 
concentration was noticeable. Before granting any long-term 
credit in this form, the Bank in each case took the opinion of 
the relevant Trade Association and also obtained the view of the 
competent Chamber of Commerce. Such expressions of opinion, 
though naturally not l)inding on the decision of the Bank, 
materially assisted it in judging whether the civdit granted 
would be employed for production purposes." 

The general principles to be followed for the granting of 
long-term industrial loans against bank debentures were laid 
down in Baras. SO-fiO of the statutes. Such loans might be 
granted on industrial properties, sea and river-going vessels and 
factoi-y buildings provided they could be easily converted into 
dwelling houses oi' for the use of sucli industry as had in the 
opinion of the experts definite prospects for development in that 
district. The amount of loan should not exceed half of the 
appraised value of the land, two-fifths of that of the buildings 
and one-third of that of the plant definitely required for the 
running of the industrial undertaking and permanently attached 
to the real pixipcrty. Tf water-power fonne.d a portion of the 
industrial real property, a loan might be granted up to one-third of 
its estimated value. But theatres, mines and quarries would 
not serve as a guarantee for a loan in debentures. The assess¬ 
ment of the value of buildings and permanent factory equipment 
would be done on the basis of their actual value after making 

I Bipert of the Diiaaton, Nttioul Boenemio Bank, for the Saanaial year UBS. 
Wamw, 1939. pp. 81-83. 

* of Dr, Bomui Ogneki, Chaimtiin of the Btnk, «t the Preen Oonfnrenrc 

held on tbo 24th February. 122R, Warsaw. 
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allowances lor aixy possible depreciation in case of Ujc lirpiidation 
of tbe industrial undertaking.' Industrial loans ueic to bo 
secured by a mortgage on tbe pro|)erty on which tJjo undertaking 
was situateil and, to increase the security, might be luiilier soourod 
on other real properties.* 

The Bank might issue hank debeulures on the basis aiid up 
lo the amuuiu of industjial loans grunted. It miglii also issue 
such debentures seemed hy mortgage bonds and debeniinvs issued 
by Polish long-term credit institutions and for Local Govern¬ 
ment authorities which bore the guarantee of the State. These 
bank debentures were issued lo a bearer with a guarantee of the 
repayment of interest and capital on the conditions set forth in 
them. The total of llio dt‘lK*niures in circulation was not to 
exceed the total anionut of in(h].striul obligations held by the 
Bank at the same time.'^ 

The mortgages on industrial real eslafe, designated for the 
securing of loans granted in biink debentures, coustituted a 
separate portion of the assets of the Instifution, set aside to 
secure the rights of the iioldcrs of both future and past issues of 
debentures.' The payment of capital and interest lo the deben¬ 
ture holders was guaranteed not only liy the industrial obligations 
that tbe Hank might hold but also by its entire assets. To 
ensure the regular pfiyineiii of the half-yearly coujxtns on the 
debentures, a special reserve fun<l was built uj), which was made 
up of the following *: 

(1) llegistration fees paid at the time of receiving an 
industrial loan from the Bank amounting to 1% of its nominal 
value; 

(2) Profits from purchase of debentures for cancellation; 

(3) Special Beserve Fund for industrial and other loans 
set aside from the net profits; 

(4) Profits obtained from lapsed coupons and drawn 
debentures. 

The rate of interest payable on the debentures was to be 
always equal to that of tbe loans, on the basis of which the 

J Statutes of the National Economic Bank, para. 56. 

» Ibid., pare. 60. 

* Ibid., pan. 16. 

« Ibid., pan. 18. 

» Ibid., pan. 17. 
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respective debcniun’s litid been issued. Ihe bonowed funds 
might be repsid to ibc .Biuik eitber in iusttilmeiits &8 fixed by lui 
amortisation sciiome oi ui one single payment. All such repay¬ 
ments should bf croibicd to the .sinking fund for the redemption 
of the debentun^, Iticb must be dritwn by lot and repaid' at par.‘ 
The debtor migbi npay ibo loiin eitlnn- partially or in full before 
the fixed term, pfoviiiW tbat (lie paitia! rejiayment was equal to 
one or more of i/ic iiistainienfs due from him and that he gave 
notice of bis inieniioii to do si) »i least six months before the 
next instalment, fell duo.' 

The borrui'.crs bad lu pay ibe stipulated instalments 
constituting pci,\iiionts of interest and capital in advance at the 
fixed dates and lH.vsido.s a .supplementary charge as contribution 
to the expense.^ of aduiinislration. The rate of interest payable 
on the loans and the amount to be paid for administrative charges 
was to be fixed by tbe Administrative Council, subject to the 
confirmation of tJic Alinisi'er of I’inance.' They had to insure 
the industrial jiroperiios, on the secm’ity of which they received 
a loan from the Bank, against lire, with an institution designated 
by the Minister of I'inancc. Any sums payable to the insurer 
under the policy must not be paid without the Bank’s permission.* 

The Bank liud the right to suspend the payment of the loan 
if the applicant died or became bankrupt or if he failed to apply 
for the loan within 30 days from the date of the receipt of a 
notification that the loan w'as ready to be paid over to him, or 
if an execution was levied on the properly on which the loan had 
been granted.* 

It was during 1927 that the National Economic Bank 
exercised for the first time the right to float loans in the form of 
bank debentures for the financing of industrial undertakings. 
The issues were made subject to the following regulations: the 
interest was fixed at 7^%, the redemption period at 18^ years, 
and the minimum amount of a loan at 3,00,000 zl. and sub* 
sequently at 1,00,000 zl. These loans were primarily intended 
for assisting State enterprises or concerns in which the State was 
interested, but might also be granted to private industiy. 


1 Para. 16 of the fliatutoB of the National Bconomic Bank. 


* Pan. 18 

• Para. 29 
« Pan. 69 
« Pan. 44 
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Duiiug the year six such loans issued, t^tallinjf 

12,692,000 zl. 

Ever since the establishment of the Bank, 
considerable financial activity in relation to State ••inevj.twcvv. 
and in recent times played an important part in lit l•,•l^ion:tj. 
isation of their production. These' enterprises mny In- tuiinca 
to be those of which the State was the sole owner, in \\hiei, 
the State held the major portion of the share capi’id. mv \^1ncll 
were of general imyrartanee tn the State. One <•) ihc most 

important State enterprises to he financially assisted In Hie Bank 
was the Ursus Engineering Company, ttie first Polish firm to 
manufacture motor cars. Tn 1027 the Bank helped it {•> iiufiease 
its capital to 15 million zl. and took up practically the whole of 
the new issue of 802,500 shares of 15 zl. each. It now came to 
own 89.61 % of the issued capital of the Company. Tn addition, 
the Bank promised at the end of 1027 to grant it a long-tenn 
loan of 4,180,000 zl. in the form of bank debentures, Be.sides 
the Ursus, the. Bank participated during the same vear in the 
shaiifi capital of the Propeller, Wood and Metal Works to the 
extent of 55.55% and made arrangements to gram the Stara- 
chowice Mining Company a long-term mortgage credit of 17 
million zl. The chemical industry also received valuable finan¬ 
cial assistance from the Bank. The Azot Company of Jaworzno 
not only received a debenture? loan amounting to 25,65,000 zl. 
but the bulk of their new issue of shares was also taken over by 
the Bank, which now came to hold 66.81% of the entire issued 
capital. Another concern, the Chemical Tuduslry in Poland 
(the Pirzemysl Cht?miczny W. Polscc) was assisted to increase 
its share capital by 12,00,000 zl., the Bank promising to take up 
the greater portion of the new issue. The “ Tesp ” Potassium 
Salt Company, a concern engaged in the production of synthetic 
manures, also received considerable credits from the Bank for 
investment purposes.’ 

As regards long-term credits for private industrial 
undertakings, these were furnished in the form of cash loans and 
were chiefly intended for those concerns which had fallen into 
difficulties owing to the adverse economic position but had 
reasonable prospects of success. The. following concerns were 


■ ■ ' Baport ot Uie Bosrt of Direetoni for tbe finaadsl tear TlWf (Wanaw, 1998), 
pp. 9M9. 
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the pritirti pa] recipients of such financial assistance from the 
Bank:— 

(1) The Prezeworsk Company of j’rezeworsk—6,600,000 zl. 
to meet its pressing' onjua^eincnts end also to start a sugar mill 
at Horodenca; 

(2) The Giwlok roiiu rniiian Electricity Supply Company at 
Torun—1,600,000 /I. lor constructing a power line to Gdynia : 

(3) The Nationiil I^rainagc Conipany—18,000 shares each 
worth 10 zl; 

(4) The Polish Soa-Eisherrnen's (’o-operative T'niorj of 
Gydnia—200 shan>s valued at 10,000 zl: 

(6) The Danziger Tahak Mono))ol A.G.—fi.5% of its share 

capital. 

Besides these companies, the Bank extended its assistance 
to the medium Polish TTf)per Silesian industries which were in 
great difficulties owing to foreign comyKitition. The Katw'oice 
branch of the Bank was authorised to grant to these undertakings 
an aggregate amount of 500,000 zl. to bo secured by mortgages 
and repayable after two years.’ 

The year 1038 witnessed a great development of the long¬ 
term sinking fund credits Inisiness. Of these again the granting 
of credits for indnslrv and for building, ratluo’ thaji on mortgages 
of real estate, engaged the foremost attention of the Bank. 
Dili mg the year 17 industrial loans ivcre accorded through the 
medium of hank debentures totalling 17,156,000 zl. Applica¬ 
tions for such loans received by the end of the year amounted to 
a quarter of a milliard' zl. But owing to the shortage of funds, 
the granting of such credits w'as restricted only to those under¬ 
takings which showed a promise of useful developments from the 
point of view of the interests of the State and of the economic 
life of Poland. Great care was devoted to the examination of 
the technical and financial standings of the concerns applying for 
aid; and applications amounting to 90 million zl. had to he 
rejected as these were not in a position to fulfil the conditions 
required by the Bank. 

During the year the Bank participated to a considerable 
extent in the reconstruction of industrial enterprises and as a 


^ Heport of the Board of nireetoTi, National ‘Beonomie Bank, for the taaneiat 
V (Wartaw, 1938), pp. 85-85. 
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iHsult it>< holding in them increased substantially. The 
folloAving figures indicate the remarkable growth d) tijo nank's 
holdings in industrial undertakings during 1P25-102K '; 

Til Zlote (OIM) omitted) 

|ll-j,-» 1020 1927 injs 

1,097 0.73-1 20,113 16,28.7 

As regards these holdings, they consisted generally of paid-up 
shares in artificial inannre and chemical works, in llio rnetallur- 
gical industry and in the other enterprises in which the State 
had an interest for political or economic reasons. 

State entcq)riscs were furnished long-term cash credits to 
the irxteiit of h,9*19,(KM) •/.]., of whicli the greater portion wont to 
the Tesp Potassium Salt Company, the Cheraicnl Industry of 
Poland and the Starachowice Mining Company. As regards 
private industi-y, the Bank in accordance Avith its new programme 
of activity decided to witlidraAv gradually from industrial credits 
business. Hence during the year there Avas only a nominal 
increase in this class of oivdils. 1’hc i^rincipal recipients of long¬ 
term cash credits Avere the distilleries which AA'ere accorded 
12,400,000 zl. The textile, ])a]r)er and timber industries 
also received (^ash loans of .S,02.S,000 zl., 2,188,000 zl., and 
2,560,000 zl. respectively.* 

In 1.929 the partieijiations of the Bank in industrial concerns 
did not shoAv any marked A^ariations. Tlie holdings of founders’ 
shares in the different enterprises AA'cre only increased by the 
taking up of shares Avortli 1,000,000 zl. of the .Tarot Timber 
Products Company. 

Among the industrial interests of the .Bank, the textile, 
chemical and metallurgical groups encoimtei'ed groal difficulties 
in effecting sales owing to the prevailing economic crisis and 
had to seek financial assistance? from (he Bank. The assistance 
was granted to an adequate extent in every case. The Bank 
also played a part in the reduction of their overhead chargi's and 
rationalisation of their proeo.sses of production.* 

There was only one industrial loan against delientures 
amounting to 6,800,000 zl.'* This particular type of loan could 

' Keport of the Board of Directore, National Economic Bank, for the financinl 
year 1028 (Warsaw, 1920), p. 88. 

» Keport of the Board of Dircefora. National Elconomi.' Bank, for the financial 
year 1928 (Warsaw. 1029), p. 88. 

* Beport of the Board of Director*, National Economic Bank, for tbe financial 
yoar 1029 (Warsaw, 1980), p. 82. 

« Ibid., p. 80. 

41—1789 B. 
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not be developed ioi- viirious reasons. In the first place, the 
conditions prevailing ii' unfavour¬ 

able for the plariii" dehenturcs. (ritMtei CcUition was also 
exercised in the :;rantiii;4 <>! lIiU kind ol loan. The majority of 
undertakings wliidt aiijiliod lor this form of assistance weiv not 
in a position to fnltd the essential eonditions imposd by the 
Hank, The financiid position of a large mimher of them was 
so nusatisfactcir\ that radical reorganisation was urgently called 
for. Hence the iimiihcr of jipplieatioiis whieli J)ad to he rejected 
after a prelimiiiiirx exiiniiiiati<»ii was very great. 

As regards long-term cash credits. Stale undertakings 
received 3,593.(XM) zl.. while private industry was furnished 
966,000 zl. only.' 

Du ring tJie National Eeonomie Bank accorded thn*e 
industrial loan.s totalling 1,820,000 /.I. in hank debentures. 

The Bank hud decided in 1028 to withdraw from the field 
of industrial credits under its new programme of activity, leaving 
this aspect of (he credit situation to tlu* ever-widening field of 
the private banks; jiiid since .1020 the Bank had been following 
the policy of gradually redneing its eommitmenls in aswxriatod 
industrial undertakings as well as of not increasing its interest 
in outside un<lortfikings. An order of lln‘ President of the 
Republic, dated 'ird l)ecemh(‘r, 1980, ctineelled Art. .11 of its 
charter which gave it the right (jf indnstrial participation.® 
Tn the same year the entire lu)ldings of the 'Bank in the Trsus 
Engineering Works were made over to the State Engineering 
"Works. In addition to tliis, the Imm»|< values of many shares and 
participations wore written off and hence the biilance-sheet item 
“ shares and participations ” dropped from 47,293,000 zl. on 
Hist December. 1929, to 88, 758,208 zl. on 81st Deeemlx*r, 
1930. 

In aezionlanec with the new iK>liey of Bank long-term 
cash credits for associated undertakings and jirivatc industry' 
were eonsideral)!y reduced. The former ret^eived 2,000 zl. and 
the latter 879,000 zl. only ns such loans. The State under¬ 
takings Averc gr-anted long-term cash credits to the extent of 
80,000,000 zl.* 

■ ibid., p. 40. 

2 iieport of flic Rniirrl of Dim'tors. Nutiniml Rronomic Bniik. for the year 
(Warsaw, 1929), p. 

for thf yper 1980 (Wawaw. 1981), p. 46. 
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la tlic coiuse of JL931, tiireo loans in 7^% bajik tlcbeniureK 
lUuouatiuK to 1 , 620,000 /J., which had been autliuiiscd in the 

previous year, were paid out. But no fresh loans were 
Mutliorised and no conmiitnients were carried over lur lulliliiieni 
in tlic next year, ^fhe {'reatest sliare ol the iiidusiriiil louiib 
oraiiled u!) to 3lsl l)ecenilx*r, 1031, fell to tlie miaiiiji, MiieUi’i}> 
and metallurgical industries (44.3% of llie total) and ilic su^ar 
industry (20.5%). 'I'lie textile, chemical, ceramic and mineral 
industries rec.eive«l smaller shares.' Lonff-terni ••asli credits 
furnished to associated undertakings end private indiistiy were 
sniallor as in the prec**ding year.' The fonner reeeiveil ".'.ll.oiio /.!., 
and the latter only 5(t3,()(Hl /I. State nn(Ierlakiiij.;> n-ceiwd 
31 ,()4t),(KH) /I. Till* iKtIicy adopted' in ])revions year>, ef reducing 
its interests in induslvial undertakings, was continued by the 
Bank during 1081 and it sold its holdings in iljc Polish 
Accunmlator Oompaiiy and the Machine Tool Factory “Pioneer.” 
Its participations ami shares dwreased hy 2.4 millioj) zl. to 31.3 
inilliuu zl." 

During 1032 the long-tt'rni cash loans lo State enterprises 
aiuount'ed to 30.305,()(M) /I. Knlerpriscs associated with the 
Bank received no otlier credits except small short-term commer¬ 
cial credits. As in javvious years, the Bank eontinned its policy 
of reducing its interests in industrial enterprises. The indebted¬ 
ness of private industry in res)H*ct of long-term cash loans was 
only 580,000 zl.' The holdings of particijiations and shares 
during 1032, (•oiii])rised the following items ’:— 

Zl. 


1. Potassium Salt Exploitation Ooy. 

2. Britisli and Polish 'rr.ade Bank 

3. Bank of Danzig 

4. Bank of Poland 

5. Danzig Tobacco ]\h>no)K)ly ... 

0. Other Securities 


18,229,100.60 
7,000,805 
4,390,548.84 
1,(598,938.80 
1.425,338.98 
79 


Zl. 32.810.872.28 

I Tieport. of the NHlioiml Keotioinii* Ita-nk, for the vear .Iflfll fWarRaw. 

p. 85. 

* The grranting of creditg to asRociaierl enteiprises wag rcBtricted to exceptional 
CBfieR, particniarly those enterprises which were of importance to the fifafr. 

’ Balance-sheet of the N. E. B. for the year 1931. 

« of the Board of Directors, N. E. B., for the year 1089 (Warsaw. 1933), 

p. 49. p. 40 and p. 68. 

^ Balance-sheet of the N. E. B. on the 31st Decemlier, 1082. 
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The iiicreabe (.1 
shares. 

In detenniiiiii^; tl“-^ iiHlol'U:<lncss of industry to the 
National Kcoiioinic Hank we litivc to take into account not 
simply tlie cash l(«m^ (lou-- and siiort-teriin lor private industry 
but aiso the loan- in hank <lol)Cjmires, cash loans for State and 
associated enterprises, as well as-a j^rea^ portion ol the loans in 
communal delM-ntiiri's j-rantod to Lor.il (rovernnient enterprises. 
Compntenl on these lines the total amoinii (tf industrial credits 
advanced by the Hank every \ear i- found to be (•()nsidera])Ie, as 
is evident from the tifriires availaMc foi‘ the years 193.1. and 193ii. 
In the former >ear the i-ash loans lor private industry tincludinfj 
lliose from Trea-nr' funds ailininisterod hv the Hank) anuninted 
to 148.9 iniUinn xl. lo these siaaild Ix' tiddrd almost all the cash 
loans to State and a.ssoeiated enlejprises ainoiuitinp: to 114.51 
million zl., the loans in bank debentures amounting to 26.2 
million /I. and a great portion of liie 163.3 million zl. loans in 
communal debentures granted to various Local (ioverjimonl 
enterprises. The total amount of iudustri}i] credits thus 
amounted to 400 million zl. during the year.’ Similarly in 1932 
the cash loans to private industry amounted to 119.4 million zl. 
Besides, almost all the loans in bank del)entnros totalling 24.3 
million zl., the majority of the loans in communal debentures 
amounting to 163.3 million zl. and HO million zl. of the credits 
advance^d to Stale and associated eiit(!rprises were for industrial 
purposes. As a result, the total share of industry in the credits 
granted by the National I'jcoiiomic Hank amounted, at the close 
of the year 1932, to 3H0 million zl. 

^e r61e of the National Economic Bank in relation to 
industry, though defined to he rather of a suhsidiarv nature,® is 
thus found to he not at all insignificant, ft did not completely 
abandon its activities in the industrial sphere even after the 
Presidential order of 1930. Financial assistance rendered to 
industry by the Bank in the form of debenture loans and of 
short- and long-temi credits continued to he «piiU* considerable. 
Tn those cases specially where private hanks were not able to 
meet adequately the requirements of industry and in the case of 
the heavy metallurgical and metal industry, the heavy chemical 

1 iieport of tile Board of Directorn. Nations] E^nomic Bank, for the financial 
year 1981, p. 47. 

s Empos^. of T)r. Roman Ooreeki at the Preaa Conference, op. otf., p. 87. 
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aud otliei* large industries, employing modem eiiuipmeut, the 
Uank rendered useful assistance by providing long-term sinking 
(and credits in the form of bank debentures. As regards the 


long-term cash loans, those that were granted to indtMn during 
ihe economic crisis of 19’24, 19*25 aud the beginning (»( 

\»crL' no doubt Ijcing gradually paid olT, hut owing u> the ficjunil 
slwitage «»1‘ capital in the country, tJie Hank vouU jirobuhlv 
eoiitiiiuc u> iiiovide modiuin-tcrin, if not very long imn (•v('d\\>. 
lor some time to come. Hesidcs, it played a very ii>'lui pari in 


industrial rationalisation and concenlrati(jn of proiiiici/o/j. Jljf. 
financial policy of the Bank in res\)cct of industry was in receni 
years guided mainly by tbe principle of vaiionalisaiion «v»\ u 
always endeavoured to promote sound and far-sighted schemes ol 
industrial reorganisation. 

In concluding our rewiew- of the activities of the, National 
Kcouomic Bank it will be iutmesting t^.) know how far the indus¬ 
trial loan iKiliey of the institution was attended with succiiss. 
In exaiiiiiiing this question wo should bear in mind the repercus¬ 
sions of the world-wide economic crisis on every branch of Polish 
industry, (iousidering the acuteness of the economic depression, 
it is satisfactory to note that on tlie whole payments of instal¬ 
ments of industrial loans were not very unsatisfactory. In 1929 
the payments of instalments w'ere on the whole quite satisfactory’ 
and only one case was referred' to P-ourl., Owing to the further 
aggravation of the economic (U’isis, liowever, payments of instal¬ 
ments slowed down slightly iji 1981 and .1932. Reference had 
to be made to Court and the jiroperlies of debtors had to be sold 
in a few cases. To safeguard its funds the Bank w'as also obliged 
to buy in some cases. But in all cases deserving consideration, 
the Bank waived aside its right to foreclose in the event of arrears 
and generally prolonged the fieriods of repayments. (.)n the 
basis of the Law of the 20th December. 1.932, the Bank granted 
far-reaching facilities to its debtors. The interest charged on 
industrial loans was reduced to 5.5% jier annum, beginning from 
the second half-yearly instalments falling due in 1932, and the 
maximum period of redemption for industrial loans was fixed al 
20 years. 



(JllAPTEB XL' 

An Indi siKiAi, Mortoagh Bank vob India 


The aiisi!,\sis m.-idf in :■ juvvidiis clwijiter " clearly revealed 
that the defects mikI dcticicncios of loiii>-tcrin indiiKtrial iinaiicc in 
India, in nomial limes, chitrfly related te the Jack of financial 

i facilities diiriii;> the devolu])nienl period a,nd for extension, 
reorganisation and niodernisatioii. ^Phe most serious gap 
^tO^isting in the iinaiicial iiiachinerv of tin' country was shown to 
"Vonsist in the entire absence of any suitable organisation for 
furnishing long-icn-in loans to industries on the security of their 
fixed assets. 'I’lie system ol‘ managing iig(*ncy, which has played 
a very important part in tlie financing of industries in the country, 
■•4ia8 no doubt catered for these particular financial needs of 
**Indian industries lo some <‘xtent. But as already noted, the 
system has undergone considcrabh' degeneration in recent years. 
The modem managing agents have not been able to keep up the 
traditions of the system and have seldom posst^ssed the attributes 
which made the system so useful in the past. Besides, the 
managing agency system of financing is open to some grave 
defects.* In the ciirumstancos the future development of 
industrial finance in India d<H?s not lie there but should be sought 
in the establishment of a s]KH'ial machinery for providing the 
particular ty]X' of long-term finance, of wliieh Indian industry 
stands in urgent need. 

The question of establishing a s]x;eiai institution for solving 
the problem of indnslrial finanee in India has bixm before the 
conntrj’ for a long time. Tlie necessity of setting up such an 
institution was stressi'd by the Industrial Commission as well 
as the Central Banking En(|uiry Committee. But no action 
except a half-heai-ted attempt in one or twt) provinces was 
taken on their recommendations; their reports were resting 
in oblivion among the dnsl and cobwebs of the up|K5v shelves of 


’ Publislicd in the form of an article in the Cahiitia Hrnrir, May ond Tiinc, 11180. 
3 Chapter V, gnpra. 

^ Sec Chapter ‘VI, supra. 
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the Secretariat. In tlie vears after the First Great War and 
the depression, as has Ijeen shown in tlie preceding diapter, the 
question of establishing sHilal)le machineries for tlie long-term 
jinancing of industries engaged considerable attention in several 
countries. Whenevei- it was found that industries \\tT(> unable 
to satisfy their long-term financial nianls from the existing 
sources, the desirabilify of filling the gap in the financial 
machinery by establishing a special organisation was strongly 
recognised. In the yciirs after World War 11 again, when 
attempts an' being made elsewbere to set up machineries 
signally designed for jiroviding long-term indusirial finance, 
it is highly desiralile that India should not lag behind. Her 
need for such an organisation is no less great than that of any 
other country. 

Now the question is, what should be the model on which the 
future Indian institulion will Im* framed? 'Phi' fa^ ot^choosing 
a model is not at all an easy matfer and a gmif deal of the 
successful working of the organisiition will depend upon the 
pr oper ch oice. Tn the last 15 or 20 years, during which Indian 
economists~1iud publicists have been loving with the idea of 
specialist institutions for financing Indian industries, a variety of 
suggestions has naturally been inad«'. But most of these sugges¬ 
tions have not been theoretically sound and have failed to appre>^ 
cintc cori'cctly the functions .and puipogcs..of such a special typo i 
of institution, while others have liad little practical value. The 
Indian Industrial Commission which favom-ed the establishment 
of an institution modelled on the lines of the Industrial Bank of 
Japan desired to confine the largt'r jairtion of its industrial 
business to the provision of working capital only. lu this they 
failed to realise that the restriction of the hnsiness of such an 
organisation to the supply of only short-term w'orking capital to 
industry w'ould defeat the A’ery purpose for which it would be 
started. I'lie problem of long-term industrial finance which is 
more complex and' more acute would not Ix' solved thereby. The 
attitude of the Industrial Commission entirely misconceived the 
nature and functions of specialist institutions designed for 
financing industry. AMierevcr such organisations have been set 
np, theii’ object has primarily lieen the provision of long- and 
medium-term financial facilities for industrv'. The Indian 
Central Banking Enquiry Committee threw out a suggestion for 
the formation of Provincial Industrial Corporations but they did 
not develop the idea and d!etailg w'ere not filled in. 
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The Industrial Bank of Japan has hitherto heen the only 
model before India. Whenever a pattern has been sought for 
the future Indian institution, Commissions. Committees and 
economists have invariably turned to Japan. Even the " Foreign 
Banking Experts ” who were invited to assist the deliberatiotis 
of the Indian Central Banking Eiujiiii v Conimittci* believed thai 
•Japan was the only coimtiT where a speeiali.st in.stitiition 
specifically desi'ined for finarnnng industries existed.* 

A careful study of the .stmetnre and operations of the 
•Tapanese institiilion. however, has im pelled ns to re ject thCj 
Japanese model for India. The loans fnniished by the Bank are 
not truly long-term and there is nf) statnton’ provision for 
amortisation, exee])t for ship mortgage loans. An institution 
furnishing such typo of industrial loans ■will not fulfil the real 
need in India for long-term industrial finance. Besides, it has 
combined issue business with industrial mortgage banking and 
has further add(?d to it ordinary commercial banking. Such a 
mixture of various kinds of banking functions is not desirable. ''' 
The Japanese Bank, though a singular instance of a special 
institution for financing industry in the days before the First 
Great War, is not in the present times, the one and only 
instance of a specialist institution for the long-tenn financing of 
industry'. In seeking a model for India, therefore, we need no 
longer turn to Japan alone. During the vears after World War T, 
in a number of European enuntries, it has been seen, a new 
machinery was evolved for satisfying the long-term financial needs 
of industry. Industrial mortgage banking was a very useful and j 
interesting experiment in industrial financing attempted by/ 
these European countries. A considerable measure of success 
u’as achieved there and the same experiment mav very profitably 
be made in India. An organisation closely modelled on the lines 
of these post-war industrial mortgage banks in Europe will be 
eminently suitable for the financing of industries in India. The 
main business of the Institution will be. as with its European 
**onfr?<res. the granting of long-term amortisation loans to 
industry against the mortgage of industrial real estate, land, 
factory buildings, machinerv and plant, the necessary funds for 
its operation being obtained by issuing industrial mortgage bonds 
in addition to its own share capital. 


^ Beport of the Indian Central Banking Tinqnirv Committee, Vol. T, Bart T. 
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ilHTidtu. or Prorinaal Basis 

In recommending the establishment of u si)eeialised 
inoi-tgage hank for furnishing Indian industries with long-datwl 
capital, the most importtint question that has to l«^ decided is 
whether the proposed Institution should l)e founded on iin All-India 
or Provincial basis. The majority of the Indian Central Banking 
Knquiry Coriimittee dix’ided in favour of the esbiblishment of 
Provincial Institutions. Their decision, in this connection, 
appears to l)e reinforced by the lecommendations of a number 
of Pnwincial Banking Knquirv' Cornraitte.es for setting up 
industrial banks on ynircly ))rovinciai lines. The most 
impoi'tani single consideration that impressed them in favour of 
M Provincial Institution instead of an All-India one was the 
anxiety t_o_ safeguard prqx'incial. interests. A pereistent fear 
seems to have haunted not only the Provincial Committees but 
also the Central (Committee that in the event of a Central 
Institution being established, the particular interests of the 
provinces would be neglected. A national centralised Institute 
could never be expected to possess the detailed knowledge of local 
conditions which tfie lending of mortgage loans requires. 
Independent yirovincial institutions, it was believed, would be. 
much more useful in tins diiiection than the Central Bank 
working thr<.)ugh its branches and agencies. Only a Provincial 
Institution would be able to take proj)er care of provincial needs 
and aspirations.* We have, however, carefully considered all 
the arguments that have been adduced in favour of provincial 
institutions, and we are incline.d to helieye that th e balance of. 
adyantage lies still in favour of the Central Institution. 

The main function of the proposed Institute will be the 
issiiing of industrial mortgage bonds. Now' there are three 
essential elements in the mortgage ))ond : sccirrityj marketa bilit y 
and yie ld . Central Bond Issuing Institute is calculated to 
promote the luarketabilily and improve the security of the Ixuids 
decidedly in a greater «legrce than a Provincial Institute. 
As rogards marketability, it is clear that the bonds of the 
Central Institute, commanding an enormous amount of capital, 
having a well-knowm directorate and issuing a large number of 
these bonds, secured by a diversified parcel of properties all over 


‘ Beport of the Indian rontral Bunkinff Bn*|iury OommiHer. Vol. T. Purf I. 
49—1789 B. 
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the ooimtry, will provide a greater appeal to the investing public 
than the local small issue of a Provincial Institution. Such 
bonds will be sold both at home and abroad. Considering the 
extent of the c:ii)ital market in India, it cannot be expected to 
respond quickly and easily to a number of separate bond-issuing 
^institutions.' The home market is not sufficiently strong to 
provide all the enormous funds that may be required for financing 
the various imhistricis of Ihc coiuitr>'. The foreign capital 
market shall have to bo tapped to obtain .some of the necessarj- 
funds. The large national organisation will he better known and 
will command a much greater confidence than the smaller 
provincial in,s(ifii(i<ms. The foreign i/tve.stor is quite likely to 
be interested in a national i.ssiie .secured hv widespread mortgages, 
although he may not l)e prepared at all to invest in locally 
secured bonds. As regards investors within the (jonntry itself, 
there arc undoubtedly some who will prefer local securities 
partly for sentimental rea.sons and partly hcrause they feel they 
can have a ptu-sonal knowledge of the undertaking and of those 
who are in charge of it. Thus the Madras investor may be quite 
willing to put his money in a glass factory in Madras but will 
be reluctant to take an interest in a Punjab glass factory. But 
there is another aspect of the question. Bonds issued by the 
Assam Industrial Mortgage Bank may not be touched in Bombay, 
Madras or Bengal. Rut if it were a Central issue, the investor 
in every province will be interested. A large issue of bonds by 
'^a Provincial Bank ma y not find a reajdy marketrrinay UQi-..find a 
market at all. Again, if the bonds arc given any guarantee, that 
of the Central Government will undoubtedly inspire more con¬ 
fidence. The bonds issued by the Central Institute and guaran¬ 
teed by the Central Government will enjoy a greater reputation 
both at home and abroad, and the requisite funds may be raised 
without much difficulty. 

As regards the question of security, it has a twofold aspect. 
It has, in the first place, reference to the relations between the 
mortgage bank and the owner of industrial enterprises and in 
the second place to the relations between the bank and the bond¬ 
holder. In the interests of the bank the loans granted will have 
to be safeguarded. It is also necessary that the would-be 
investors have to be induced to purchase the bonds by making 


1 DisoQiBions with Foreifcn Experts—Tndian Cientral Bsnkinfr Enquiry Oominittee. 
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thpi p secure to the greatest possible extent. It is clear that the 
security of the bonds issued depends a great deal on the proper 
scientilic distribution of rifiks. With a central organisation, 
the opportunity for diversification of risks will certainly be 
greater than with a local institute. It is a root principle of 
investment banking to achieve the maximum ^yersification of 
risks. There are two principal bases on which risks can be 
diversified—^geographical and generical. It is evident that both 
these two foims of distribution can be obtained to the maximum 
extent in the case of an All-India Bank. Po far as geographical 
distribution is concerned, the All-India Institute can reduce its 
risks to the minimum through careful selection of undertakings 
existing in different parts of the country. Different areas will 
be subject to different risks, l>ecause of different climatic, financial 
and industrial conditions. If tlierc is a depression in the main 
industry of the [)rovince, say the cotton indtislry in Bombay, the r 
jute industry in Bengal, the sugar iudustiy in Bihar or U.P., ; 
tire pnovincial institutions whicii may iiave advanced heavily to,, 
their respective industries will be reduced to a helpless position. 
The majority of then- borrowers will default and a considerable 
portion of their assets will be frozen. The situation will not be 
so perilous if the institution were an All-India one. If there is 
a'depression in one industry in one province, the Bank wdll on 
the whole maintain its position by the profits it may make with 
regard to the same industry in another province. Owing to 
purely local conditions, a depression may occur in the cotton mill 
industry in Bombay but not in Bengal. The All-India Bank 
will not be so vulnerable in the event of a provincial or local 
depression or in the event of a slump in a specific industry. 

Bisks can be <listributcd not only geographically but also 
generically by the All-India Bank much better than by the 
provincial institutions. The Central Institution can invest in 
many more different kinds of industry than a Provincial Bank. 
Except in the case of a world-wide depression, like the one 
recently witnessed, it is unlikely that all the different kinds of 
industry should be simultaneously caught in a slump. The 
depression in one or two industries can have little repercussion 
on the general prosperity of the Bank. A substantial number of 
industries has to be affected and a substantial fall in the value of 
the mortgaged property has to occur before the Central Institute 
can be threatened with any disaster. Different influences will 
affect different types of industry and industrial property, so that 
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if one industn (iccliiH'^ in valiio, tin* value of others may be 
weJf-maint&inefi »r imiy e'cn liw. A (!eiilral (jistitulc u’ill be 
able to sustain hscif Iwtier, l>ucauM' its iji\('stiuents ivifi be very 
carefully distrilaiied various iiidiislrk's in various provinces 

and the chances of its bein^r affected by an industrial depression 
will at the same lime be (H)inparalivcly smaller. If it is admitted 
tJiat seeurity both of the loan and of the bond-holder has to he 
ensured for the siieeessful operation «)!' the Mortgajje Instilutc, 
the measures which will ensure inaxinmm security must be 
adopted. The Central Jbinking pjiKjuiry Committee failed to 
I'ealisc the gravity and impoitaiice of tlie (|ii(fstion, when, carried 
away by an anxious desire to safeguard the narrow sectional 
interests of the provinev's, they recommended tlie ostalilishmcnt 
of industrial eorjwrations t»n provincial lines. AVIiemer indus¬ 
trial mortgage hanks have been started, eonsiderations of security 
and marketability have weighed .so seriously with them that 
they have always attempted to diversify the risks of investment 
as much as iwssihle by svdecting different ty})es and sizes of 
industry situated in widely different parts of the country. It 
may also be irientioned in this connection that a great deal of 
the successful working of the British Investment Trusts has 
depended on their fiolicy of distributing the risks geographically, 
industrially and denominationally. 

A Central Bank will ccrt.ainly he immune from the chief 
dangers which besot local banks, riz., particnlar economic 
inter(?sts. It will l)c outside the prcssui-e of ]oc-.al facts and the 
confusing influence of ]m)vincjal patriotism. As Dr. Jeidels 
remarked, “ If the oigauisation is t(M> local, too jj^vincial—local 
fight might arise iilvout pro{K)sitions submitted to the Corporation, 
everybody claiming that his proposition is the best. The Cor- 
|)oration therofoi'c ought, I think, to keep as much aloof from 
local influence as possible, particularly in the beginning.”' 
Otherwise it ” will run the danger of becoming a pandemonium 
<»f partisan struggle and incompetence.”* The encouragement 
of narrow sectional interosts which is sought by tlve establishment 
of provincial institutions cannot Iw too strongly condemned. In 
economic matters, tlie promotion of separate provincial interosts 


I DlwaMUMiii with Fonriga Expert*—Tndiitn Central Banking Rn<|iiii 7 Committn'. 
Vd. IV, p. SSO. 

* Bepoit of the Fonign Banking Experts—Indian Oeotral Banking Enquiry- 
Committee, Vd. I, Fait I, p. 610. 
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ih highly iujuriuuii. So far as iudusirial deveiopiucut is cou- 
cerued, it is never desirable, as Mr. Mauu Subcdar rightly 
observes, to take a narrow view of provincial development in 
preference to an ull-i'ound national devclopiueut.' 

The preceding disciis.sioii lias made it abuudaniiy uieur that 
the proper coursi; would be to organise the futiiie Industrial 
Mortgage Hank of our countrv on an .AH-Iridia basis. But after 
careful consideration of tin* peculiar conditions of India—the 
vast area ol’ the country, the existence of acute jirovinciai 
jealousies and of an anxiety to safeguard the interests of local 

and small industries,-.wi; am inclined to restrict our proposed 

Central Institution to the business of issuing bonds only. We 
do not propose to entrust it witli the responsibility of granting 
long-term loans direct to industrial concerns. The organisation 
that we are contemplating and that w'e believe would be the 
most siiilablc type l'oi‘ India is au Ml-lndia Hond Issuing 
Institute, and a number of Credii-Graniing Provincial Bodies 
affiliated lo it but haring no itoirrr of bond i.ssue.'t. The two 
functions of granting loans and issuing bonds have been 
wparated in our seherne and have hwMi entrusted to two different 
bodies. 'J'he All-India Bank will have the absolute monopoly 
of bond issues, hut, instead of lending direct to the industrialists 
themselves, will grant loans to the provineial or regional banks 
wliifli Avill not be al)le to raise the nt‘cessary fimds so easily in 
the (;a|iital markets nf home and abroad. These provincial 
institutions will re-Icnd the pmeecds of their loans from the 
Central Hank h» the industrini concerns, handing over at the 
same time to the ('entral Institute the mortgages of their indus¬ 
trial iKHTOwers e(|nal to the amount of the loan they receive. On 
the basis «>f tlte mortgaged properties, the Central Hank wall 
issue a standardised bond of extraordinary strength and stability 
giving a definite specific yield. The Central Bank could lend 
Avith perfect safety upon the assignment of the lai'gc mass of 
mortgaged properties Avhich the local institutes liave taken from 
their clients as w'ell as on the general security of the horrowang 
banks. The security (insisting of mortgages in different parts 
of India in a number of provinces and relating to variotis 
industries and various kinds of industrial property would bn 
extremely well diversified and almost nncballangoahle. The 

* Report of tho Indian Centml Banking Enquiry Committee, Vol. I, Pert IT 
(Minority Beport), p. SM. 
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Central Bank will make large iesues of bonds and the funds that 
it will obtain will be re-Ioiit k» the provincial institutions. The 
price at which ihe capital will he raised will be charged to the 
latter with u small addition for administrative expenses and a 
resei-ve fund. The cxpejises of conducting tlie business will 
include the costs of the bond issues, the salaries of qualified 
officials, rent for btink premistis, eU;. The difference between 
the rates of iuK'rcsi received from the horntwing bank and the 
rates allowed to the ]>urchaaers of the moi*tgage bonds will 
constitute the uiiiiii source of the income of the All-India Bank. 
The Bank need not ttnd jirobably should not lend at the same 
uniform rate lo ;iil the provincial banks. Different rates may 
be charged to tlie horruvviiig hanks ac(;ording to their credit. 
Some restriction may also be imposed on the maximum amount 
that could be lent to a single Provincial Institute. The 
borrow'ers of the Provincial Tnstituie will he charged a rate 
slightly higher thiiii that at which the institutions themselves 
will receive tlieir loans from the All-India Bank. The set-up 
that w'e are contemplating is also calculated to provide cheaper 
industrial finance than wdll ever be possible if indeitendent 
provincial instittitions were formed. 'Phe Central Institute will 
undoubtedly be able to plac,e its issues at a rate of interest much 
less than that at w^hich a number of smaller competing provincial 
banks making numerous issues will be able to do. If bonds can 
be sold at a cheaper rate, money can also be lent to the 
borrowing provincial institutions at rates much lower than what 
they must pay when appealing directly and separately to the 
investing public. Cheap finance will filter dovm through the 
provincial banks to the ow'ners of industrial enterprises and thus 
industry will enjoy exceptionally good financial facilities. It is 
significant that the French Credit Foncier and the Centralised 
Rw'edish Institute in the sphere of agricultural mortgage credit, 
both of w'hich possess absolute monopoly issues, have success¬ 
fully placed their bonds at much cheaper rates than their 
smaller confreres in countries of similar conditions. The com¬ 
parison is probably not conclusive as there are other elements to 
be considered, but there is ample ground to believe that this 
monopoly of borrowing power has had a great deal to do with 
the cheaping of interest rates.' 


1 J. L. Gohen, Mortgage Bank, p. 198. 
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The division into a Central Bond Issuing Institute and a 
decentralised organisation of credit granting bodies will, we 
believe, be admirably fitted to the needs of the situation. The 
difficulties arising from the peculiar conditions of the home 
capital market will be solved, provincial jealousies will be satis¬ 
fied, fears and suspicions wHl l)e allayed: and yet the set-up will 
be outside the pressure of local facts and the confusing influence 
of provincial patriotism. 'I'lie three essential conditions in the 
mortgage l)on(l—luarkctahility, security and yield—W'ill Im? 
satisfied as in no other scheme. Security and imirkctability will 
l>e maximised and a definite specific yield will be ensured. 

Ill recommending this particular type of industrial morlgagi' 
bank for India, we have been greatly impressed by the Swedish 
models in the spheres of agricultural and urban credit. The 
Swedish (Jeneral Mortgage Bank is fhe Central Bond Issuing 
Institute and lends the proitceds of its bond issues to district 
associations affiliated to it, upon the assignment of mortgages 
which they receive from their ow-n borrow'ors.* In an analogous 
manner the Swedish Town Mortgage Institution centralises the 
bond issues for its afliliateii urban credit associations and grants 
mortgage eredits to them. 

Our arguiuent for a Central Bond Issuing Institute is 
further reinforced hy recent dbvelo])ments in the history of 
mortgage banking. The advantages of a central national issue 
have become increasingly patent; and the post-war years 
witnessed a remarkable development of the centralised mortgage 
bond. In every country there was noticeable an unmistakable 
tendency towards the creation of Central Bond Issuing agencies. 
The type based on Swedish experience was coming more and 
more into favour. An important instance is furnished by the 
Deutsche Kreditanstant foimded in 1925 on lines closely similar 
to those of the Swedish Mortgage Bank. It was a Central 
Agency for issuing bonds, the proceeds of the bond issues being 
lent to agricultural and co-operative associations.* 

The growth of the concentration movement among mortgage 
banks illustrates the same tendency towards centralisation. 
The post-war history of mortgage institutes in Germany, for 
instance, is dotted with fusions and amalgamations. The 


1 Ririckland, Studies in Ruropean Co-opmtion, Vol. TI, p. 50. 
> J. L. Cohen, The Mofigape Bank, pp. 101.99. 
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formation of Preussische Centralborden und Pfandbriefbank is 
a remarkable instance of this movement.' 

The advantages of n Central Institute in the sphere of 
agricultural credit have been considcrwl to be so great and 
numerous that it was even proposed to start an Imperial 
Mortgage Bank for the whole of tlu* British Knipirc.* Such 
an institution with its headquarters in Londent could lend to 
the existing mortgage banks in the different parts t)f the British 
Empire which might be in difficuiies lo niise the uecessarv 
funds theniselve.s. The Imperial Bank with mimh less effort 
and difficulty could obtain the requisite' funds from the markets 
of the world by issuing bonds on the basis of the mortgaged 
properties in different countries «if iIk' Empire. 'Phe sectirity 
aud marketability of these bonds would he unquestioned. In the 
same way the question of setting up an International Mortgage 
Bank, standing in the same relation b) the mortgage banks of 
the world as the Swedish Tnstitutiem does to its affiliated 
associations, has been frequently canvassed in recent years. It 
has even engaged the attention of the League of Nations'and 
was actively studied, by its Financial Committee and a special 
Delegation of this Committee. A concrete proywsal for forming 
an International Agricnltiiral Credit Comjjany was dra\vn up by 
this body. It was considered iir (xcneva, in April and May, 
1931, by a Snb-Commiltee of the Committee of Enquiry for 
Euroiioan Tmion and was .njjproved l\v the latter and also by the 
f'ouncil w'hich appointed an Orgiinisation Committer to take all 
necessary steps for its organisation. 

International Institutes for feeding the mortgage banks of 
several countries, though not of the whole w’orld, have already 
been formed. The Institnt Central ponr Prets Hypothecaires 
was founded with a registered capital of 10 million florins in 
Amsterdam in 1930 by a body of leading bankers of different 
countries. Similarly Ihc Internationale Bodenkreditbank wns 
established at Basle with German, Swiss and Swedish capital, 
with an idea of issuing bonds to the public and pupchasing with 
Ibe pi-oceeds llio bfuids (»!' mortgage l>!inks.' 


> J. L. Cahen, The Mortgage Bank, p. 119. 

* The Statiet, September 18, 1930, pp. 376-77. 

■* Agriniltiiitil Vol. T. 1931 of Nations), p. 71. 

4 J. li. Cohen, The Mortgage Bank, p. 181. 
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The foregoing discussion has clearly revealed the recent 
tendency among mortgage institutes to establish Central Institutes 
and has amply demonstrated the advantages of the system of 
having a Central Bond Issuing Institute in preference to 
decentralised provincial bodies. In the circumstances it is 
only logical that India should not take a retrograde step by esta¬ 
blishing separate provincial institutions as the Central Banking 
Eu(iuiry Coiumittee recrouimended hut should keep herself abreast 
tif the times and, profiting by the experience of other countries, 
should form her future Industrial Mortgage Bank on lines parallel 
to rwent world movcnients. 'Phe (lovernmcnt of the United 
Provinces recently founded an “ Industrial Credit Bank 
for financing the industries of the provinces on the lines of the 
recommendations .of the Industrial Finance Committee. An 
Industrial Credit Syndicate was also established in Bengal 
under Government aus])ices for extending credit facilities to 
small industries. The organisations wore conceived entirely on 
provincial lines and in the light of tiie preceding discussion can 
never be suppoiled. In these days of planning, such piecemeal 
efforts on the part of Provincial Governments can hardly be 
approved. In ordei- to ivap the full benefits of a Specialist 
Institution and to ensure its successful working, it should be 
formed under the auspices of the Central Government, as we have 
suggested. 


Aniouvt end 'Ifodc of StihsrripHon of Capital : 

The question of the amount and mode of subscription of the 
capital of the ))roposed All-India Mortgage Bank should next 
engage onr attention. As regards the amount, it must be 
emphasised that it should be such as would give the Bank a 
definite status both at home and abroad. As Mr. Manu Subedar 
has observed, “the psychological factors of hopefulness and 
confidpnc.e among the public and business commttnity, which are 
necessary for the ])roper functioning of such an Institution, must 
have to be created.'” Wlierever such Institutions have been 
formed, a fairly large initial share capital has been provided for. 
and there have generally been stipulations for a further increase 
of capital, if necessary. An adeqtiate policy of distribution of 


' Hepnrt. of the Indian r-entwl Bunkitifr ICnqnify Ciommittoo. Vol. I. TT 
(Minority Beport). ft. S44. 
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rieks is partiy dependent on Ibe size of the Institute. Agricul- 
tural Mortgage Institutes in Europe and America have, therefore, 
as a rule, more or less large-scale undertakings. In the 
snVieTe ol IndwsUlal cred'il also, the Finnish, the Hungarian and 
tL Ssxon Mortfis^o Institutes uere started with a fairly large 
share capital. In the case at India the existing demand for long- 
(erni industrial finance is considerable. The industrial develop¬ 
ment of tile (•(•untrv lias also iniincnsc fxissihilities. Extension 
and reorganisation are urgently called for in most of her major 
industries. The potential needs of long-dated industriai capital 
must, therefore, be verj^ great in the near future. All these 
factors have to be taken into carelul consideration in determining 
the size of the Bank's capital. Various estimates of this size 
have been made. A well-known Indian banker estimated that 
the capital should be Bs. 50 lakhs to start with, and it might be 
gradually increased, if necessary.* A university professor’s 
estimate was one crore, to be increased later on as the Institution 
should show' signs of stability and success.’ Mr. Manu Subedar 
in his Minority Report put it at 6 crores,* and a Chamber of 
Commerce proposed tw'o to three crores.^ The various Provincial 
Banking Committees w’hich suggested the establishment of 
provincial industrial banks made different estimates of the initial 
share capital required by such institutes. The proposal of the 
Bombay Committee, foi' instance, was an authorised capital of 
Bs. 5 crores and a paid-up capital of 1 crore.' 

But all this is mere guess w'ork. It would be advisable to 
conduct a siin’cy of the industrial conditions of the country 
before any decisiou is made as regards the size of the All-India 
Bank’s capital. The survey should be made—as Mr. Nalini 
Banjan Barker suggested in a valuable note of dissent to tte 
Central Banking Enquiry Committee’s Report—by an expert 
body and should be sufiiciently comprehensive so as to cover not 
only the immediate possibilities anil sco|x? of new industries 
which can be started biif also the extent to which existing indus¬ 
tries may profitably be expanded and reorganised, full account 


^ Kvideiiof (written) of Mr. (later 8iri S. N'. PorhkhanawBlla -'Inditn Central 
Banking Enquiry Committee, Vol. II, p. 42. 

* Indian Central Banking Enquiry Committee. Vol. IT. 

« Ibid., Vol. I, Part H, p. 844.“ 

< Ibid,, Vol. n, p, 540. 

^ Boport nf the Indian Central Banking Euqnirv CominitUte. Vol. I. Pari ]. 
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being taken of modernisation, extensions and replacements of 
plant and machinery/ It would be difficult to offer any estimate 
us to the size of the necessary share capital without this indus¬ 
trial survey. The nominal capital should be kept fairly high. 
The whole of the nominal capital need not be issued at once. A 
fairly good amount may be opened for snb<^cription in the begin¬ 
ning and bonds may also be issued against industrial mortgages 
to the extent as recoinuiended hereinafter. Further shares and , 
bonds may be issued as and when required. 

The capital of the All-India Bank should be contributed 
partly by the Central Government and partly by the various 
Provincial Institutions. I’he organisation scheme of the Provin¬ 
cial Banks will be as follows :— 

The capital of a Provincial Institute will be divided into 
two classes—" A and “ B ” stock. 75% of the shares will 
belong to Class “ A ” and "25% to (Mass ’* B.” The former will 
be held partly by the State (lOvernmeJil, partly by the public 
and partly by the banks and otlnu" institutional investors. The 
“ B ” series of shares must be subscribed by the w-ould-be 
borrow'ers of the Banks, industrial enterprises, wiiether private, 
jointstock or co-operative, to an ainomit (“(pial lo a fi,\ed percent¬ 
age, say 5%, of their borrowings. When the industrial 
borrower will have paid his loan and ceased to be a borrow-er any 
longer, he will be at lilierly to sell his share to a prospective 
borrower or to transfer it to Series "* ” .nhares w'hich may, 

then, be sold to anybody. Series “ B ’* shares should he made 
not transferable excej)t to another industrial borrower or an 
individual eligible to become a borrower and then only w'ith the 
approval of the Directors of the Provincial Institution. But 
each holder of the Series “ B ” shares must, within two vears 
after he has ceased to be a borrower, exchange his share at its 
fair book value, not exceeding par, as determined by the 
Institute, for a Series " A ” share. By this provision, it wdll be 
possible to maintain {lermanent relations w'ith the borrowers 
and to firmly establish the co-operative principle of joint liability. 

It is also to be expected that the Government Stock will be 
gradually retired as private investors subscribe for Series “ A " 
shares, and Series “ A ” shares are substituted for Series “ B ’* 


' DtmtuUmt Poniqn Fsperf*-—TniUan Cantnl Banking Xn(|ninr Committea, 
‘AIV, p. 8». 
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sbarea, whou a ^ori-oMer /las imid his bans. The participHiiou uf 
borrowers in the share cupitHi oJ the leiidiu^ lusUlute has been 
an interesting i'euUire of several organisations dealing in mort¬ 
gage credit in recent years. The Industrial Mortgage Bank of 
Finland, Ltd., is an ini])ortaui case in point/ In the United 
States, ill a different .sphere of mort»ag<^ credit, ilu* same pro¬ 
vision requiring tlie borrower to subscrilie to a certain taxed 
liortion of tlie slnire capital of the credit gninting body has 
recently been made. According to the .American Agi'icultural 
Credit Legislation of 1988, riz., the Emergency Farm Mortgage 
Credit of May 12, 1983, and the Farm Credit Act of June 1(5, 
1933, borrowers of a Productive Credit Association must sub¬ 
scribe to its Class “ B " stock, and the borrowing Associations 
must subscribe for stock in the Central or Kegional Co-operative 
Banks, in amounts equal to 5% of their total borrovt'ings.' 

Collective Liability: 

The joint and several liability of the borrowers is a common 
feature of naortgage banks organised as mutual associations. In 
the case of agricultural credit (!o-opera.tive assoiuations, issuing 
mortgage bonds in their early stage, each member was held 
liable to the total value of its assets for the debts of the associa¬ 
tion. The debtor associations of the Swedsih General Mortgage 
Bank were liable to an unlimited extent for the debts of the 
Central Bank in proportion to the amounts respectively borrowed 
by them. The borrowers of the associations themselves in turn 
were jointly and severally liable without limit for the obligations 
of their respective associations in proportion to (he debts owed 
by them.* 

At the present times, the liability of the borrower is limited 
as a rule to the amount of his own loan or to that part of it 
still outstanding or even to his share in the capital. As an 
instance of the case where the liability is related to the holdings 
in the share capital, mention may be made of the Belgian local 
banks which affiliated with Central Banks by subscribing one 
share at least, involving a liability limited to at least ten times 


> Bepwt o( the Indactrial Mortgage Bank of Finlend, Ltd., 1994. Abo Letter 
to the writer from the Managing Director of the Bank. 

■ Journal of PoHtieal Ecorumy, Vol. EJjU, Jfthmurj, 1984, |ip. 80-81. 

Bferriek and Cr. Tagalls, Rural CrodUa^ p. 188, p. S18. 
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the amount of the share.' In the Benteubuuk Kreditanstalt of 
Germany, the agricultural debtor organizations were individually 
liable for the unamortised priuci]>al of the loan. The Municipal 
Mortgage Bank of Finland laid down that the members would 
l)e jointly liable up to the auiuiiul of the difl'ercnce of the loan 
outstanding and the value of the mortgaged property. In the 
Provincial Mortgage Bank of Saxony, which dealt in industrial 
mortgage loans, the l)Orrovvcrs, it will be recalled, were jointly 
and severally liable up to 10% (»f the loan granted.' A great 
deal of the security of the bonds issued by a mortgage institute 
w’hich is a mutual assoc.iatiou of borrowers depends on the 
collective liability, limited or unlimited, of membere. Combining 
Swedish with recent Saxon exihjrience, we w'ould suggest that 
the Provincial InsliUites in India should be jointly and severally 
liable for all debts of the ('entral Banks up to 10% of the loans 
granted. The borrow'crs of the Provincial Ifauks, the mortgagors 
thems(dves, should in their ow-n turn be jointly and severally 
liable up to 10% of the loans granted by their Provincial 
Institutes. The, bonds of the All-India Institute wnll virtually 
attain bed-rock security, as they will have not only the mortgages 
as cover but also the joint liability of the Provincial Banks and 
their industrial customers. 

Proportion of Bmds to Share Capital : 

As already stated, the Industrial Mortgage Bank of India 
will issue bonds against the securities of the mortgages banded 
over to it by the several Provincial Institutions. Besides the 
paid-up share capital, the main source of funds for its 0})cration 
will come from the proceeds of its bond issues. An important 
(juestion which must be settled at this stage is what proportion 
the Iwnds issued by the Bank will liear to its capital and reserves. 
The sums obtained by a mortgage bank by issuing its bonds 
are analogous to the deposits received by commeieial banks. 
But while the funds of the commercial banks are essentially 
short-term, those of the mortgage banks are not so and may. 
therefore, be appropriately used for granting long-term loans, 
running for several years. As a result of convention or statutory 
obligation commercial banks have to maintain certain reserves to 


1 Herrick and O. Infiralhi, Rural CradiU, p. 888. 

* SMatntee relating to the eatablishment of the Saxon Mortgage Bank, Sec. 9. 
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their liabilities. In the same way convention or Jaw |,,k 

sU^VXlated that an etiuilibrium aluniW be maintained betwet*u the 
bonds in circiilatbm and the outstanding Joans. Generally, the 
face-value of the IxnuU in (‘irriifation should never exceed tin- 
total aiiiouni <*f the outstnnding loans, and in addition to thin 
the extreme iimil of bond isstien is fj\t‘d at a certain nuiulw of 
times tile paid-up (aipital or the fviid-uj) capital plm reserves, 
the total volume of bonds in eireidation always lyearing 
a fixed projKirtiun to the latter. In some cases, instead of 

stipiilivtiiig for a Jixed ratio between outstanding bonds and 
owned capital, the maximum bund issue is limited to a certain 
figure. The underlying idea in laying down such provisions is 
the prevention of cxces.sive issue of bonds and the guarantee of 
tile security of tlu* bondholder. Mortgage banks whether 
agricultural, industrial, or urban, have almost invariably provided 
for some limitations to the issue of bonds. A study of a 
representative list of '2*2 agricultural mortgage banks in (Jermany 
shows that the bonds varied between .17 times the capital and 
reserves to 7 ’5 limes, tin* average being 12 times.' The I'ecently 
established Bcntenbank Kreditanstalt, already referred to, limited 
bond issues to six times th<‘ paid-up cajiital, w'bich might be 
increased to eight times by sfiecial consent of the Rinchsrat. In 
the case of agricultural mortgage banks generally the ratio has 
varied from eight to twenty-five times the paid-up capital.* In 
the field of urban and industrial credit, however, the limit is more 
conservative. The Industrial Mort^gage Bank of Finland, Ltd., 
adopted the limit of ten times the capital and reserves.* 

The Swedish Institute, organised in 1084 to furnish middle- 
and long-term credits to industry, is to have the right of issuing 
bonds up to four times the cafiital guarantee and the reserve fund 
to be formed hereafter.* The Indiistiial Mortgage Bank of 
Saxony limited its bond issues to 75 million RM.* and the Spanish 
Banco Credito Industrial to 150 million jiesetas.* In the case 
of institutions issuing bonds or debentures, not necessarily 
mortgage banking institutions. th<* general rule is also to adopt 


I J. L. Cohen, The Butth, |i. 14-1 

> M. T. Herrick, Rural Creditat p. 291. 

■ Letter to the writer Troui ibo Managing nireot-or of the Bank, dated the 6th 
November, 1981. 

♦ The Erommiat, Banking Snpplewant, Mur 19, 1984, p. 14. 

" Chapter X. attpra. 

■ The Banker, Time. 1988. p. 169. 
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some kind of limitations of bond issues. The British Invest¬ 
ment Trusts have generally provisions putting some limit to 
their bond issues. The average of 50 of the leading British 
Trusts shows bonds to the extent of 39 *26% of the total 
capitalisation or a ratio to total stocks outstanding of two to 
three.’ The American Kdgc Law permits a company established 
under its provisions to issue debentures up to 10 times the 
aggregate capital and surjdus of the issuing company.* There 
are, no doubt, some cases wliere the only limitations are tliose of 
the bond issues being equal to the mortgages granted. The 
National Himgariau Farmers Mortgage Institute operated under 
such a provision. Tint the additional rule fixing the extreme 
limit of bond issues is desirable io enhance llie security of the 
bondholder. The recent trend is in favour of putting such a 
limit as may be obsened trom the <‘ase of the Finnish Industrial 
Mortgage Bank, which had originally provided that bond issues 
shouM be simply limited tf) mortgages granted.’ 

It is abundantly clear from the preceding discussion that 
some limitation should be ])laced on the amount of bond issues 
to be made by our proposed All-India Institute. The bonds 
should b(( made to bear some definite ])roportion to its share 
capital and reserve. It will tend to promote the security of the 
Iwuds and tlu; confidence of the investors. It is surprising to 
find Mr. Manu Subedar advocating in his Minority Report that 
any haitl and fast proportion of bonds to paid-up share capital 
need not and should not be laid down.* Another w’ell-known ^ 
Indian banker (Sir 8. N. Pochkbanawalla) also made the point 
before the Central Banking Knquiry Committee that it was * 
unnecessary to have any limitation on the debenture capital in 
relation to share capital.' All this is contrary to established 
theory and pnictice and (’annot lx* accepted. 

In suggesting the fixation of a ratio of bonds to share capital 
in the case of the Indian Institute, it should be remembered that 
the greater thc^ pro|a)rtion of lK)nds to capital and re8er\^es, the 
remailer is the element of safety. Hence where the risk of 
investment is the greater, the relation of Ixmds issued to capital 


' Ijttwniiice M. Shaker. Thr Invettimenf Tmit, p. 86. 

» rWrf., p. Tfl. 

" Sec. 8. Articles of Asaociation. 

“• Deport of the TnAiftn Crnfral Banking Kn^niir rommittee Vol. T. Part IT 
p. 846. . 

Indian Central Banking Enquiry Committee, Vol. II. p. 47. 



342 


INDUSTRIAL FINANCE IN INDIA 


and reserves should be lower. Industrial Mortgage Banks coyer 
their loans partly by mobile assets and hence must have the 
relation of bonds issued lo capital lower than purely land 
mortgage banks which advance against real estate. But at the 
same time it would not be advi.sabJe to fix the ratio at too low a 
figure, not only b<;causo it is not necessary but also because it 
will hinder the proper functioning of the banks for lack of funds. 
The “ Foreign Ex}ier(s," who assisted the deliberations of the 
Indian Central Banking Enquiry Comniittee, recommended the 
ratio of 2 :1. Dr. Jeidels in the course of the discussions opined 
that it might just as well he 3 :1, if the capital were not less than 
one crore; but the ratio under no circumstances should be 
higher.* The Central Banking Enquiry Committee was entirely 
guided by the opinion of the “ Experts ” in the matter and 
recommended the adoption of the ratio of 2 :!.* 

The restriction of bonds to share capital as recommended by 
the Experts and the Central Banking Enquiry Committee appears 
to us to be unnecessarily conservative and severe. We are 
inclined to think that a higher proportion would not only be 
sound and adequate but even necessary, so that it might not fall 
short of the reasonable requirements and might not injure the 
revenue earning position of the Bank by not providing the neces¬ 
sary turnover on which expenses could be spread out. In Mr. 
N. R. Barker’s note of dissent, already referred to, it has been 
suggested that the limit of 5 times the amount of the share 
capital may he adopted. This is a fair and reasonable limit and 
may be accepted. We would only recommend that the reserves 
should also he taken into account; that is, the bonds should he 
limited to 5 times the amount of share capital plus reserves. 
The ratio may be increased later on, if necessary, up to 10 times 
the amount of share capital and' reserves hut should not go 
beyond that. 

Sfatfi Participation of Share Capital anil State Guarantee of 

Bonds : 

We have proposed that State-aid should he furnished to the 
Indian organisation in the shape of subscription to share capital. 

^ DiiCHsaion with Foreign Tncfiiin Central Banking Etaqnirv Committee. 

Vol. IV, p. 388. 

• Beport of the Tnflian Central Bankine Bnriuiry Committee, Vol. I, Ptefc T 
(Majority Beport), p. 303. 
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In the peculiar conditions of India we are inclined to believe 
that Government assistance, not only in the form of subscription 
to share capital but also in the form of a guarantee of the bonds 
of the Central Institute, will be necessary. Tlie investing public 
here are proverbially shy and ncn'ous. In order to make the 
lM)nds attractive to them and to draw out from tlicm the required 
ca})ital, it is essential that Government should not only hold some 
shares but should, at least in the beginning, guarantee the Iwnds, 
Even Dr, Jeidels admits that in the beginning the sale will bo 
much easier with Government guarantee.' When his attention 
was sufficiently drawn to the peculiar circumstances in India, 
he did not strongly object to a temjiorary guarantee. The 
guarantee will be necessary to attnict investors not only from 
within the country but also from without it. We have aln*ady 
stressed the necessity for tapping the foreign capital market 
and the guarantee is .sure to inspire confidence in the foreign 
investors who may not otherwise come forward and ojieu their 
puree-strings. Tt is satisfactory lo note that the Central 
Banking Empiiry Committee recommended a guarantee of the 
interest on the Iwnds and further laid down that the guarantee 
should be limited to the first issue of Ixinds or to a certain 
jieriod of currency of the bond issue.* Tt may, however, be 
urged that such limited guarantee has some drawbacks, for the 
difficulty may arise that the public may Imi unwilling to take up 
subsequent issues when made without any guarantee at all. 
But it is expected that after a few years, when the public will 
correctly appreciate the nature of the organisation and be 
familiar with its working, the stimulus of a Government 
guarantee will not be required to induce them to invest. The 
same thing has hap|)encd in Japin and elsewhere. 

In recommending this State participation of share capital 
and State guarantee of the bonds, we have been chiefly guided 
by the fact that State-aid has been a predominant feature in 
almost all instances where Specialist Institutions have been 
started either for the financing of agriculture or of industry'. 
There are numerous instances where the State lias contributed 
wholly or partly the capital of agricultural mortgage banks or 


* JHieutthn vUh Ponign BxptrU—Inina Centml Banking EnqniiTi CommiUee. 
Vol. IV, p. m. 

• Befttrl of the Indian Central Banking Enquiry Committee, Vol. 1, Part I, 
p. 809. 
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nreivtHl rt (Government siibsidv and its 
aelumtures xvere gnanint(r.l l»v tlw British Oovernmom Tt is 
the same story with tlw liulu^tri.il ^^yort/fiigo Banks started h, 
Europe in the post-wnr iwriwl. Ihe GJittre capital of the 
Saxon and 80% of the capital of the HiWfrarian Mitiition nvro 
contributed by the resfwciive (roverniueiUs, while the bonds of 
tiie Finnish and tlic Saxon Banks and the “ hank debentures ’ of 
tlie Polish National Kcononiic Bank placed on foreign markets 
enjoyed a (lovcrnnient guaniutee.' The debentures of the 
Japanese Industrial Bank issued abroad were also guaranteed by 
the (lovernmeut in several instatu'os. In the case of the 
Industrial Credit (’oui])any of Ireland established under the 
provisions of the Industrial (h’odit Act of 193Ji, the Irish 
(Jovernnicnt took up all shares left unsubscribed by the public 
as contemplated by the Act. Of the first issue of .£500,000 
offered for piddic subscri])tion in November, 1033, .f402,0G4 
had to be taken up by the Minister of Finance, the public having 
subscribed only £7,030. Of the second issue of £500,000 
in Jidy, 1030, the public IfKik up only £175, the balanc.e of 
£400,826 being subscribed by the Govenimenl,* 

It mav be mentioned, in this connection, that State-aid was 
furnished to the recently started “ Industrial Credit Syndicate ” 
of Bengal in the form of a contribution to its administrative 
expenses and of a i)artial guarantee of losses of capital that 
might be incurred by it. Cndcr the terms of an agreement with 
the Provincial Government, the latter undertook to pay to the 
(bmpany («) one-half of any losses of capital attributable to the 
first ten lakhs of rupees lent by it, (b) one-half of any losses of 
capital attributalde to any amount lent by it after and in addition 
to its first loans and (c) in resjx'ct of each of the first five 
financial years the amount properly expended by it in adminis¬ 
trative expenses in each of the said years or Bs. 20,000 whichever 
be the less.” The extension of State-aid in these forms is not 
calculated to ensure a sound and satisfactory working of the 
company; for all incentive to good management will disappear 
under such conditions. 


^ Biee Gh. X. supra, 

3 Beport of the OorntniBRion of EnqniiT into Currency, Banking; and Credit. 
Ireland, 1088.. p. 280. 

» ProBpectnfl of The Industrial Credit ^ilJVldieafe, Lid.^ Man;h, 1987. 
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Business of tlie Industrial Mortgage Bank of India : 

As wo Lave already suggested, the All-ludia Institute will 
eouiiue itself to the issuance uf inuitgage bonds and will not 
furnish loans direct to the industrial concerns. The main 
business of the provincial institutes will Ibe provision of long 
term amortisation loans to industries, joint-stock, co-oi)erativc 
and in some instanc(5s even private. Tlie loans, as was usual with 
the post-war industrial mortgage banks in Kuroj[)c, am to be 
furnished on first nioilgages uf induKti'ial I'eai estate, land, 
factory buildings, liydro-eloctric installations, machinery, plant, 
etc. Certain typos of property have been regarded as iiudesiru- 
ble security for mortgage loans, and mortgage banks, in many 
cases, have been s|)ecifically pndiibited from binding against such 
security, 'riieatres, mines and <iuarries belong to this category 
and have been excluded from the Inisiness of several mortgage 
banks, such as the Frencb Credit J^’oncier, the Polish National 
Economic Bank and the National Mortgage Bank of the 
Argentine. Such pi’oixjrties are incapable of returning money 
in a regular manner and do not constitute proper bases for the 
issue of bonds. It will be unsound for an institution of the 
type we are contemplating to grant loans against such security. 
Mortgages of ships as basis for the issue of bonds will also l)e 
extremely insecure owing to changes and rapid decrease in 
value and the material diftlculty in enforcing claims.' Although 
ship moilguge business was a favourite line with the industrial 
Bank of Japan and although shij) mortgage banks have recently 
been established in several Euroitean countries, we would like 
to debar our Indian Mortgage Bank from engaging in such 
business. 

The pru])ortiou which the amount of the loan w'ill bear to 
the approved value of the industrial prupeily offered for 
mortgage will luive to bo carefully determined. The law relating 
to mortgage banks in every country has, generally speaking, laid 
down tliat the amount of the loan to be granted should never 
exceed a certain fixed percentage of the estimated value of 
mortgaged properites. In the case of agricultural mortgage 
banks the percentage is very liberal and has varied from 40 to 


^ J. L. CdMD, The Mortgage Banlk, p. 196. 
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even 75%.‘ In the caix of the Euwpeun industrial mortgage 
bunks, the percentage is (lisliuctly Juwer aud more conservative, 
and did not exceed SO^ iuid in suiiie cases was even 30%. In 
fixing the percentage in the case of tLe Indian Bank, tLe pnictice 
prevalent in other countries should serve us the guiding star. 
It should be stressed that the agricultural mortgage banks make 
their loans entijely on real estate, while industrial mortgage 
bunks pmlly on mobile assets, at least on assets not so immobile 
as in the other’ case. The (|iiestion of the r’elative security or 
iusecm'ity of industrial moi'tgage banks will engage our 
attention later on. But at the present moment it should be 
stressed that theii’ assets, being more mobile, may be considered 
to be subject to relatively moi’c rapid depreciation, and hence there 
should be a higher margin of safety here than in the case of 
agricultural mortgage institutes. The latter may with compara¬ 
tive safety lend up to 60% or oven 75% of the estimated value 
of the mortgaged land, but such a policy will not probably be 
wise for the industrial mortgage banks. 

The amount of the loan should be restricted to a more 
conservative proportion of the appraised value of the industrial 
property offered as security. Itut at the same time it must be 
considered that if the percentage fixed is too low, it will spell 
great inconvenience to the borrowci’ \vho will find it diflicult to 
satisfy his requirements, and it Avill thus defeat the very purpose 
for which the Bank has been started. We are inclined to 
believe that consistent with safety to itself and convenience to 
the borrower, the amount of the loan made by the Indian 
Institute should not exceed 60% of the value of tlic land, 40% 
of the value of the buildings, and 30% of the value of the plant 
and machinery. If water jwwer forms a portion of industrial 
pro]X!rty, loans may be made U]) to 30% of its estimated value 
as in the case of the National Economic Bank of Poland. To 
increase tlje security, the mortgage of additional proi)erties may 
be demanded in any case. Such practice was not unknown with 
the industrial mortgage banks of Europe. 


* The Netionel Mortgege Bank of Greece, ihe Boyal Swedieh Mortgage Bank, 
the IjADd Mortgage Bftnk of Warsaw • the Hungarian Ijand Mortgage -And the 

Agricultural Mortgage Bank of Columbia have the limit fixed at 50%. In Italj 
and Belgium the limit ia 66]% and in the Netberland Institutloiia it is 75%. 
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Purpose of the Mortgage Loans : 

The loaus grunted the Proviiiciul Mortgage luutitutes 
should be for extension, modernisation and I'eplaceiueuts of plant 
and inuehineiy. They should play an im^xjrtant part in the 
rationalisation of industry, lie-organisation is urgently called 
for in a large number of Indian industries and our Bank should 
earnestly devote itself to the linaucing of the I'e-organisation 
schemes. The Japanese Industrial Bank has lilied an im|x)rtaut 
role in the riitionalisatioii of Japanese industries in recent years. 
Although the Indian Central Institute will not lend direct to tlie 
industrial concerns, it will exercise a general supervision over 
the loan o^)erations ipf tbe provincial iusiitutes and whenever 
rationalisation is called for, it would see that primary attention 
is given to llie linaucing of schemes of lulioualisation. 

As n^gards the provision of initial finance to industry, in 
all discussions relating to the establishment of a siKicialist 
institution fur linancing industries in India, it bus been urged 
that the institution should have statutory j)owor not only to 
furnish long-term Joans but also to take up and underwrite 
industrial shares ami d(;bentures. The majority of the witnesses 
who appeared before the Central Banking Eutjuiry Committee 
suggesUsd that the future Industrial Bank of Imlia should piuvide 
a pari at least of the ijiitial block capital of industries. The 
Majority Keport preferred not to discuss in detail the specilic 
business to be . undertaken by the Industrial Coi'porations 
recommended therein. Mr. Mauu Subedar in his Minority 
llexx)rt advocated that the All-India Bank should take up 
preferential capital of new concerns up to one-third of the 
amount subscribed by the [>ublic as Avell as debentures. * 
Mr. N. K. Sarkar in his minute of dissent also laid down that 
one of the most important functions of the Indian Institute 
should consist in underwriting and subscribing shares of industrial 
companies.’' 

In all these schemes the issue and uuderwriting business 
has been combined with that of making long-term loans. The 
example of the Japanese Industrial Bank and its forerunner the 
French Credit Mobilier must have exercised a great deal of 


^ Indian Central Banking Knquiry Gomniitlce, Vol, I, Part II (Minority Beport), 
p. 847. 

> Ibid., Vol. 1, Part I, p. 644 h 



iutiuencc. But a pure Jmliintrial nwr^rage bank of the tyjje 
oi’ the iK>st-v\-ai- luduatrial Mortgage Banks ot Jiurope does not 
consider it to be a part of its business to provide initial capital to 
industrial concerns b)- subscribing to their sliares. The National 
Economic Bank of Poland, which was, however, an omnibus 
institution dealing in all kinds of mortgage and other credits, 
used to provide initial block capital to joint-stock companies in 
this manner; but by an order of the President of the Bepublic, 
dated the 3rd December, 1931), Ai-t 11 of its Charter, which gave 
it the right of industrial participation, was cancelled.' The 
Industrial Bank of elapati however combined investment trust 
business with that of industrial mortgage. 

But it may be argued that if the ])ro|H>se(l Indian organisation 
does not furnish initial block ca])ital, it will but touch only a 
fringe of the problem. If the business of subscription to, or 
uiidcruritiiig of industrial shares has to be excluded fiom it on 
the ground that it is a pure industrial mortgage bunk, it will be 
desirable to explore the reasii)tlitY of starting another specialist 
curiwration which will pi'ovide ctiuity capital to Indian industries 
and function iu close co-operation with the former. 

Duration of Industrial Mortgage Loans : 

The ]oau.s gi’anteil by the Provincial Institutes should be 
lung- and medium-term. In the cas<; of agricultural mortgage 
banks, a real estate Joan runs from' 10 to even 75 years. 
Evidently industrial mortgage loans cannot run for 50 or 60 years. 
Industrial proi)erty, as already pointed out, is subject to more 
rapid changes in value, and plant and machinery depreciate 
quickly. In the circumstances, the industrial mortgage banks 
have nowhere adopted the practice of their confreres, the 
agricultural institutes. The Banco (iredito Industrial of Spain 
appears to be the only institution dealing in long-term loans to 
industry which was authorised to advance for 50 years.* But 
this is not at all a sound practice for an institution of such a 
type. While on the one hand the period for which the loans 
will be granted should not l)e Axed so long, on the other hand, it 
should not also be too short to be termed reasonably long-term. 


^ Jieport of the Board of Directors. National Economic Bank for the year IM 
(Warsaw), p. 46. 

> The Banker^ June, 1938t p. 169. 
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The mortgage loans of the Japanese Industrial Bank to industry 
in general do not run for periods of more than five years. 
Dr. J, C. Sinha, following the Japanese Bank, suggested in an 
article in the Modern Reriew that the long-term loans of the 
future Indian Institution should not lx* for a longer |)eriod than 
five years.’ But five-year loans can never he considt^rcd to he 
rt'asonahly long-term and if the proposed Indian Institution were 
confined to the granting of such loans, the prohlera of long-term 
industrial finance will never he solved in India and the whole 
set-up will he of little practical value. Mr. ATanu Siihedar 
suggested a period of 10 years hut even this is not long enough. 
The practice with all s|K!cialist institutions, designed in recent 
years for long-term financing of industry, has invariably herni to 
grant loans for periods mucli longer than five or even ten years. 
Twenty or twenty-five years have been the usual j)criod for 
long-term mortgage loans to industry’, as may be observed from 
the instances of the Finnish and the Hungarian Industrial 
Moi-tgagc Institutes. In the case of the National Economic Bank 
of Poland, the maximum period of redemption of industri.il 
lams was originally fixed at 18A years hut it was extended to 
20 years by a law of 20th December, 1032.® The “ Credit for 
Industry, Ltd.,” which has I’ccently been established in England 
for financing small and medium-sized industries, is granting loans 
for- periods ranging from two tn twenty years." The recent 
Report of the Irish Commission of Enquiry into Banking, 
Currency and Credit recommends tuenty years as the maximum 
period for which loans may he sanctioned by the Industrial 
Credit Company." Our Provincial Institutions, under the 
circumstances, may A’cry ivcll advance for periods of at least 
16 years and even 20 years. Tlic 20-year period should not be 
exceeded. Industrial property, plant and machinery depreciate 
pretty rapidly and a longer period may wipe away a considerable 
portion of the value of the security offered. The middle-term 
credit may run from two to ten years. 

The long-term advances of the Institutes should have 
provision for amortisation. Of the schemes that have hitherto 


1 The Modern Review, January, 1982, p. 66. 

• 6ee Chapter X, supra. 

* The TimeB, Trade and Enfpncering Bnpplement, Bankinfif ftertion. June 80, 
1984, p. 8. 

« Report of the Commimion of Enquiry into Banking, Cnmnry and Credit, 
Ireland, 1988, p. 276. 
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been formulated for an Indian Induslrinl Bank, theni does not 
appear to be any which provides tor amortisation. The system 
of amortisation is extremely needful and beneficial to all borrowei’s 
Ot \0T\g periods. It cases their burden and enables them to pay 
of! tlic loan /jradtially bv the slov» returns of business. If. Jjds 
l>ccn aptly ohsorwd, “ Without it every real estate credit system 
is an incomplete and I'raffile scaffold, deceiving the public and 
endangering tlie welfare of any nation.”^ There are two 
principal inetliods by which an ainorlisation loan may be 

extingnishod, those of the (itTinan T^andsHiafts and the French 
Credit Foncicr. T’ndcr the latter system, the annuity, determined 
by tile h'ligtli of credit and tlie agreed rale of intiTest, remains 
tlie same during the entire period of tlu' loan and is usually paid 
in semi-annual instalments. This is the system that has 
generally been adopted by the industrial mortgage banks and in 
the case of India, the loans grant^nl by the Provincial Institutes 
may also be made I'cpayable in annuities in semi-annual 
instalments. These annuities will be made up of interest, 
amortisation and cost of administration. .\n additional payment 
may also be demanded in the form of risk amounting to, say ^•%, 
as in the case of the Pnivincial ^lortgage Bank of Saxony. 

Deposits and Short-Term Loans: 

Mortgage hanks, as a rnlo, are pnihibited from encroaching 
on the territoiy of commercial hanks. On the one hand, they 
cannot receive dejxisits and on the other, they must not grant 
credits except on mortgage. The question of receiving deposits 
and of the provision of short-term funds for industry has been 
frequently raised in counectiou with the function of the proposed 
Tndiau Institute and it also came up lieforc the Central Banking 
Enquiry Committee. A prominent Indian banker told the 
Central Banking Enqiiiiy Committee that the Industrial Corpora¬ 
tion might receive deposits for periods of not less than three 
years.® The Committee itself also favoured the idea of taking 
long-term deposits by the Provincial Industrial Corporations 
proposed by them.® But we are inclined to believe that it will 
not be a legitimate function of industrial mortgage banks to 


' Ilnyer, quoted by Herrick, Rural Credits, p. 32. 

* Indian Central Banking Enquiry Committee, Vol. TI, p. 42. 

* Jhid., Vol. I, Part I (Majority Eeport), p. 802. 
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invite and accept deposits whether long- or short-term. It 
would not only l)e a competition with existing joint-stock banks 
but it would also be outside its proper sphere. The cases where 
mortgage institutes have been permitted to receive deposits are 
very few and even there the amount Ims been limited. The 
Industrial Mortgage Bank of Finland, so we have been informed 
by its authorities, did not recidve any deposits at all.* 

As regards the (piestion of granting sliort-terni loans, there 
are two asjiects from which it may be viewed. First, mortgage 
institutes have frequently funds not required for immediate 
investment. These funds, it is sugfjested, may be permitted 
to be utilized for short-term loans. And secondly, industrial 
enterprises whic.h have mortgaged tludr real estate to them are 
likely to find it difficult to raise their Avorking capital from the 
ordinary channels. In the circumstances, it may, perhaps, be 
necessary for the Industrial Mortgage Bank to furnish working 
capital to industry. 

It is undoubtedly desirable that the tAA'o functions of making 
long- and short-term loans should bo segregated and vested 
in entirely different institutions. In a few cases mortgage banks 
have, no doubt, been known to cultivate the business of short¬ 
term loans with some restrictions. The Iaa’o striking examples 
in this respect are the Municipal Mortgage Bank of Finland and 
the Credit Foncier of France. But generally speaking, neither 
the agricultural mortgage institutes nor the recently established 
industrial mortgage banks in Kui'oth^ made il their business to 
advance short-term funds or working capital. The Managing 
Director of the Industrial Mortgage Bank of Finland informed 
us that the Institute did not engagi' in ordinarv' banking business 
nor did it furnish working capital to industry. 

The free funds of the mortgage institute are sometimes 
permitted to be invested temporarily in certain listed bills and 
securities or utilized in purchasing their oAvn bonds and even 
making loans on certain specified securities. The Industrial 
Mortgage Institute of Hungary is a case in point.* While we 
cannot advocate with Mr. Mann Subedar that the Industrial Mort¬ 
gage Bank of India will advance short-term loans to industry, we 
would suggest that the free hinds of the Institute may be invested 

* Ijetter to the writer from the Managing Pirector, The Tndnfltrial Mortgege 
Bank of Finland, dated the 6th November. 1664. 

* Articles of Association, para. 51. The National Hungarian Industrial Mortgage 
Institute, Ltd., 1929^ 
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temporarily in the same way as those of the Hungarian Bank. 
The working capital of industry should be obtain^ partly from 
pnid-u^ share capita] and partlv from the commercial banks. As 
regards the question that industrial concerns which have 
mortgaged their real assets to the mortgage institute may find it 
diOictdt to raise their workiji^' ca/>iial Iroiri the* oi’dinary banks, it 
mar be interesting to point out that no such difficulty was 
experienced by the Finnish industries which offered their fixed 
assets as security to the Finnish Mortgage Bank.' 

Ucstrictians on the business of the MorUjaur Institute : 

What would be the field of operation of the proposed Indian 
Institute? Will its sphere l)c limited to non-enm])etitive lines 
of industry? Will it avoid small industries? These are 
questions which should now engage our attention. 

Dr. Jeidels and the other “ Foreign Fx]x>rta ” following him 
were definitely of the opinion that the business of the Indian 
Industrial Corporation should be restricted to non-competitive 
lines of industry. An Industrial Corporation, financially assisted 
by Government, writes Dr. Jeidels in his memoi'andum, mnst 
not ent(^r competitive fields of industrv' hut should be restricted 
to “ the field of pioneer cnterpri.se of non-competitive character, 
the opening up of mineral resources and large public utilities 
principally electrical power schemes.”* It w’ould be restricted 
to such fields not only because they are non-competitive or almost 
so but also because ” in order to establish the reputation of such 
Industrial Corporation, one ought to start with something 
assured of success, avoiding the risk which naturally lies in such 
ventures as glass, pottery, electric goods and chemicals, etc.”* 
In discussing Mr, N. R. fiarker’s note. Dr. -Teidels and the other 
experts made it quite plain that they viewed with alarm any 
suggestion that the industrial bank should extend its operations 
to a large variety of industries.* 

The position taken by the foreign experts is quite untenable. 
It was also rejected by the Central Banking Enquiry Committee. 
The Industrial Mortgage Banks after the pattern of which we 

1 Letter to the writer from the Msnaginf; T>ireetor, op. ott. 

I iieport of the Indian Central Banking I^qniry Committee, Voh I, Part I, p. 689. 

* Diicwisionn with Foreign Experte, Indian Central Banking Bnqiiir 7 Committee. 
Vol. IV, p. 281 and p. 287. 

« JMd., Vol. IV, pp. 841-48, 
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liave suggested the formation of the Indian Bank were in every 
case endowed with some form of State-aid, including State 
participation of share capital. But nowhere was any attempt 
made to restrict by Statute the operation of such banks to the 
class of business recommended by the “ Experts.’’ A perusal of 
their annual reports makes it abundantly clear that they financed 
every kind and every branch of industry. Iron and metal, 
chemical, woolen, cotton, silk, printing and publishing, paper, 
food-slulf, china to}' and brick industries were some of the most 
important assisted by the Hungarian Institute.^ The Saxon, the 
Eimiish and even the Polish institutions similarly financed a 
wide variety of industries.^ JSo limit has also been imposed on 
the character of the business to be engaged in by the specialist 
institutions more recently established under the auspices of 
the State. 

Any attempt to restrict the programme of the future Indus¬ 
trial Mortgage Bank of India to public utility companies and 
non-competitive lines of industry will not only defeat the very 
purpose for which it has been created but w'ili also be fraught 
with disastrous consequences in that proper diversification of 
risks will not be achieved. 

As regards the question of assistance to small industries the 
opinion of the “ Foreign Experts ” was definitely against it. But 
we are inclined to think that our mortgage institute should cater 
for the long-term needs of all kinds of organised industries, large, 
medium and small, tiuch a policy will undoubtedly secure 
diversification not only according to nature of industry but also 
according to size. The practice of the Baxon and Hungarian 
Institutes tends to support our view's in this respect. jThe 
Industrial Bank of Japan has not also confined its assistance to 
large industries, as the “ Foreign Experts ” believed, but has 
liberally assisted small- and medium-sized industries as well in 
post-war years. There will be many practical difficulties in 
working a separate institution in India for financing small 
enterprises in addition to the set-up contemplated by us. The 
contention that the interests of the smaller enterprises will be 
neglected by an Institution of the type recommended may be 
disposed of by suggesting that the directors of the Provincial 
Institutes should include representatives of smaller industries 


^ lieport of the National Hnngarian luduetrial Mortgage Inatitute, Ltd., 1981. 
* Bee Chapter X, iupraj^ 
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who will look to their particular interests. The directors might 
be of two types, Glass A and Class B, the latter to include the 
representatives of the smaller industries. 

Appraisal: 

Accurate appraisal is a ^orv inijH)rlant proldem with mort¬ 
gage banks. Everything dcjn'iids tui tlie ju’opor valuation of the 
pwpciiy offered tor mortgage and the margin of safety allowed; 
since this constitutes the security not only of the bondholder but 
also of the Bank itself. The Bank must be vei^’ strict in the 
examination of the industrial pro])erty to be mortgaged. Differ¬ 
ent kinds of industrial projtcrty have to be valued in different 
ways; and separate appraisers may have to be employed for that 
purpose. Thus the Einnisb Institution employed different 
“ assessors ” for valuing buildings and machinery, for landed 
and forest property and for water-power. The a])praisers. should 
not only concentrate their attention on present market values 
but should also take a broad view of *ihe genei'al prospects of the 
industry in future. 

The All-India Bank would require some machinery for exa¬ 
mining the mortgages offered but this need not be elaborate. It 
will rely to a great extent upon the judgrvent of the borrowing 
banks which give their additional pledge. It is the Provincial 
Institutes \vhieh have to em[)loy !i well-ecjiiippe<l staff of exixjrts, 
statisticians, businessmen, lawyers, engineer), accountants and 
economists. The Directorate may be so selected as to include 
some experts. The staff of cx|)crts will sift out the desirable 
proposals from among the many applications for loans, will assess 
properly the various forms of industrial property offered as 
mortgage and will also make full enquiries concerning “ finance, 
production, sales and market capacity and personnel ” of the 
business applying for loans. Industrial concerns having a 
fairly satisfactory trading record over a period of years, in a 
sound financial position and well-managed at the time of appli¬ 
cation, should be primarily assisted. Every facility should be 
given to those who have already succeeded in building up 
business to a certain {X)inl so that further progress may be made 
possible. The financing of newly established concerns should 
not be too strictly prohibited. A new industry should not be 
viewed with instinctive suspicion and turned down at once. 
Every proposition should be judged on its own merits. 
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Special Privileges and Safeguards : 

The Bank is to be surrounded with special privileges and 
safeguards as is usual with mortgage institutes, whetlier agricul¬ 
tural or industrial. The rights of such institutes have to be very 
carefully protected in the interests of the boiidiioiders. The 
bonds which are the main source out of which they derive their 
necessary funds have to be jK»pulari.s(!d among the investing 
public and extraordinary facilities have therefore to be accorded 
to the banks to collect their dues. 'J'Jie process allowed for 
realising arrears of interest and annuity Jius to be particularly 
quick and ciTcctive. In all cases they have been endowed with 
the right to take drastic proceedings against a delinquent 
borrow'd’. On appeal the Coui'ts must also give their decision 
sw'iftly and summarily, the records of the mortgage bank .consti¬ 
tuting indisputable evidence. The bank has frequently the right 
to be appointed “ sequestri curator ” of the mortgaged properties. 
The claims of the bank take precedence over all other claims. 
Ko third party can acquire any claim over tlie properties and 
assets mortgaged by the borrowing concern. The Indian 
Institute must have to be endowed with similar rights and 
safeguards so that it may function well, in every case the 
buildings, machines, tools, implements, etc., which have been 
offered for mortgage, must be insured against damagti by fire, 
earthquake or any othej- casualty with an insurance company 
approved of by the lending provincial bank. Audit and revalu¬ 
ation of assets must l)c permitted at iiny time. As regards the 
right of the borrower to repay his loan bcfoj’e the appointed 
time, he may be permitted to do it but a stipulation should be 
made that a notice of repayment should be given and a redemp¬ 
tion fee should be paid as is demanded by the English Agricul¬ 
tural Mortgage Corporation. It must be remembered that the 
Bank w'ill have its own liability for its bond issues and having 
regard to that it should not allow non-contractual 2)ayments to be 
readily made but it should fix a redemjition fee safificieut to be 
conunonsnrate with the cost of the funds it employs. 

Central Register of Industrial Mortgages : 

The framing of a Central Begister of Industrial Mortgages 
as is to be found in Hungary is a condition precedent to the 
establishment of an Industrial Mortgage Bank for India. With- 
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out such a register, it will not bo possible lor the Bank to know 
iuunediately whether it is advancing actually against a first 
mortgage. The existence oi px'ior mortgages, if not known, 
will detract from the \aliie of proi)erty and thus injure the 
interests of the Bank, it is csseiniai fur the devciopment of a 
proper system of mortgage credit iliat safeguards sJiould be iulj’o- 
ducifd against ilw uiurtgagiiig of the same piece of proptu ty 
several limes without disclosing the fact of prior mortgage to the 
later lenders. A gioat cinck to siicli abuses in the sphere of 
ugriclutural mortgage credit is iurnisbed by the “ grundbuch ” 
of Germany. It is a real estate register, registering the pro¬ 
perty, relationship and the debt burden of every piece of land, 
it is oi>en fur inspection to all interested parties and embodies 
the principle of priority over all other rights entered subsequently. 
Following (jerojany, most Central Kuroijean countries have 
developed a conqjleie macluucry Jor registering mortgages in a 
“ grundbuch." A (jenlral Itegislur of Industrial Mortgages, 
emlxidying all the details of ownershi}), )‘ights of third parties, 
etc., is likely to be much more advantageous than the “ purge ” 
method of the “ Credit h'oncier ” of France. According to this 
method, advertisements are made in papers in\’iting objections 
from possible creditors to a pro{)osed loan on the mortgage of real 
estate. It is no doubt speedy and safe and at the same time 
dispenses with the Jiecessity of fresh iigisiation. iiut it exixjses 
intending borrowers to a blaze of unwelcome publicity and is not 
therefore likely to be lelishcd by them. The experience in India 
under the tltate-aid to Industries yXets when objections to appli¬ 
cations of loans have similarly Ixicu invited by adYertisement in 
uew'spa|)ers and Government Gazettes has not at all been happy 
and does not warrant a repetition of the same system in the 
Mortgage Bank. All these considerations have impressed us in 
favour of instituting a C!entral liegister in every province. 

Relative Imccuril'y of hulustrial Mortgage Banks : 

The extension of the principles of mortgage banking to the 
field of industrial credit has not lieen favourably received in 
some quarters; and the establishment of industrial mortgage 
banks which will grant long-term loans on mortgage of industrial 
real property, machinery, plant, factory buildings, etc., has 
been viewed with considerable misgivings. Agricultural land 
is as good as permanent and seldom undergoes depreciation sa 
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quickly and so considerably as to wipe out the security. 
Industrial property however, is, subjecd to more rnj^id deprecia¬ 
tion than agricultural real estate. Owing to changes in value 
and rapid depreciation, industrial plant and machinery . which 
are used as bases lor the issue of industrial mortgage banks have 
been considered to lie very insecure, lint it must lie jiointed 
out that agricultural property is subject to fluctuations and 
trade-cycles and depressions even much iiiorc tlian industrial 
property. In recent years the magnitude f)! fluctuations in 
agricultural rent and prices has been indeed enormous. The 
phenomenal rise during tlic I'^irst Oreat War w’as quickly followed 
after 1920 by a catastrophic fall iji the wlu»le world of agriculture. 
An interesting leu lure of the last world-wdde economic crisis was 
that the fall of agricultural prices was relatively greater than 
that of manufactured goods. Agricultural property in the 
depression undenvent a di^prnciation of value much more serious 
than industrial. The collapse of agricultural prices w^as so 
severe that there was a striking tendency among several banks 
primarily designed for furnishing agricultural mortgage credit 
to invest increasingly in urban rail estate. An outstanding 
example is that of the French “ Credit Poncier.” 

An industrial mortgage bank has one single advantage of 
considerable importance over agricultural and other mortgage 
banks in that it can distribute its risks of investment much bcttei 
amongst widely different types of undertakings. Every kind 
and every size of industrial enterprise may be represented in its 
investments. Again in the case of the industrial mortgage 
institutes tlie duration of the loan and the period of amortisation 
are sufficiently shorter than the same, w’itb agricultural banks. 
The percentage of the estimated value of the property up to 
which a loan can lx; advancwl is also flx(?d on a more conservative 
basis. Taking all these into consideration \vc are inclined to 
think that an Industrial Mortgage Bank is not much less secure 
than an agricultural mortgage institution. The post-war 
experiment with industrial mortgage banking that was made in 
Saxony, Finland and Hungary was attended with considerable 
success and clearly demonstrated that such a type of institution 
was not only safe but was also a financial mechanism of consi¬ 
derable utility. Losses on mortgage loans made by the banks 
in every case were either nil or insignificant; while the borrow¬ 
ing industrial enterprises were highly benefited. 
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There is a permanent need of this type of loan. Even in 
Europe where the capital juaj'ket is liighJy organi/ed and capital 
is neitlicr shy nor unavailable, indusiries of a certain size or of a 
certiain type, though iKU'I'ertly .sound, have met with great 
difficulties in obtaining tJu'ij' i)eces,san’ long-term finances. In 
much [Hiorer cuu?itrie.s a.s in India, uherc' capital is j^roverbially 
shy and tlie market htr it unorgajiiz»id or non-existent, industrial 
uJidcrtakings ha>e to lace yet gi’catcr difiienlties in securing their 
capital and in a great many cases have to 1 h' kepi hack for want 
of it. Industrial mortgage hanks are designed to .satisfy this 
need which is always jweseni in our economic society. 

Fn)m the j)oint of view of the inev.stor, the mortgage, bond, 
it should be. observed, is under normal conditions, one of the 
safest classes of securities, 'riuj legal sii 2 )(*rvision, the dual 
security, general and sj)ec‘ific, and the fact that the investor 
has the first lien on assets and earnings have made it more 
secure tlian the industrial debenture and often more safe than 
the bonds of the average centjal or local (xoveninient. The prior 
rights of debenture-holders art^ jiot always easily realizable. 
There are many recent instances whci’e industrial companies 
falling on evil days have eom])elled them to give up their prior 
rights. As regards Ooveniment bonds, Government cannot be 
sued in law courts and in extreme cases may even repudiate. 
There is in India a large body of investors who consider safety 
first and will be content with a moderate return from an 
absolutely safe investment. To them the bonds of the proposed 
industrial mortgage bank should prove to be particularly 
attractive. In our scheme the security of the bonds is 
\inqucstioned and uncballang('able. Tliere are no doubt some 
investors who would like some capital appreciation. Such 
investors generally believe that invoslment in bonds does not 
offer any opportunity for ca.])ita1 appreciation as that in shares. 
But this is really not the case. Owing to a multitude of factors, 
political and economic, the credit position of a bond may improve 
and its price may rise. To snch investors, therefore, who 
desire some capital appreciation, the mortgage bonds should not 
also fail to appeal. We are firmly convinced that if the 
investing public could once be shown the advantages of investing 
in mortgage bonds, there would be no lack of investors in India, 
Bonds could be issued in different denominations and having 
different dates of maturity to suit different classes of investors. 
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'l\) invest in the bonds of a well-known mortgage bank, the 
investor would not require any liigh standard of knowledge; he 
could do BO himself with confidence. 

The establishment of a Specnalist Institution for financing 
industries in India has been rtjsisted by non-Indian opinion on 
the alleged ground that attempts at specialised industrial banking 
wore made in the past and the experiment had definitely failed.' 
A large number of institutions sprang up, no doubt, during the 
post-war years in everj- part of India, styling themselves as 
“ Industrial Banks.” But as already pointed out, they could 
have no claim to that title. None of them were well-ccpiipped, 
well-managed or conceived on truly scientific lines. The basic 
principles of industrial financing ''were neither known nor 
und(*rslood. Even the Tata Industrial Bank which attracted 
('onsiderable attention and was taken as a model by the Industrial 
(•ommission was not an exception.® The organisation that we 
have suggesied here has no resemblance to these so-called 
‘‘ industrial banks ” of the past; and it is not only theoretically 
sound hut is also of considerable practical utility. 


1 Letter from the Chairman, Exchange Banks Association, Inilian Central 
Banking Enquiry Committee, Vol. II, p. 625, 

> See Chapter V, supra. 
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iKDusTRrAi. Ejnanc'k IN Wah-Timk : ]^)st-War Problems 


A study of industrial linaiicc to-day will not be complete 
without a reference to tlu' intricate |)iT)l)lenis of financing 
industries in war-time that recently faced the belligerent 
countries of the world. An oxaniination of the technique 
employed by the more im[x>itant of these countries in financing 
their war industries would be (if absorbing interest. During 
the six years of the war this t(*ehni(|ue came to be carefully 
develo|)(:’(l and ('outinnously |K>rfeet('d. It was essential that a 
country engaged in a total war like tlu' last one sliould see that 
finanee did not prove a eritieal hottleiu'ek in its indnstrial 
war-effort. 

The war-time |)rohleios of industrial finanee related 
ehieffy to the fmaiieiiig of the transition of industry from a 
l«'ace-time to the war-time basis. 'Phis transition involved in 
most cases complex and far-reaehing extensions and adjust¬ 
ments. A suitable and effective teelmiipK' for linaneing this 
war-time plant extension and conversion had to la* develoixjd. 
Any defect in the financial methods employed would have 
impeded the war effort and increased the war bill. 

Put the problem uns not simply a current v\'ar-time one: 
it was also an imjwrtant ))ost-war problem. Tlw reconversion 
of industry from a war-time to a ])eaee-time footing is as 
complex an ojx'ration as its original conversion. The (piestion 
of financing this conversion should l»e considered as one of the 
major issues of post-war indnstrial reeonstniotion. The 
technique of financing this industrial retransfer has to be as 
carefully dcvelojied and pt'rfectod as that employed in tlie 
original transfer. 

Prohlcmn oj InduftirM Finance in War-time: 

As a recent writer has pointexl out, the problem of war¬ 
time industrial finance may l)e split up into two parts: (1) the 
financing of new plant oi- extensions necessitated by the rapid and 
extensive eliange-over. in organisation and output, to the 
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miiiii'cuiouts of the war; and (;i) llie lurnisliiug ot addilional 
working capital needed by liruis wliow wage bill and work in 
progress bave vastly increastKl with ilie inieiisilicaiioii ol' the 
country’s war effort.' 

Tbe problem of working capital expeiidiuire in war 
industries grows more and more difficult as tin? extensions of 
fixed capital, wliicli are invariably linaiiecd In tbe government, 
lead to an increase in industrial turnover and tlierefore to a 

much greater need of the former. 

Financial Risks of War Industries : 

'''here an- certain peculiar risks inherent in the iinaneiiig 
of wai- industries, risks which disc;ourage the investment of 
capital by private investors in them. U must l)e recognised that 
war orders are not necessarily iulvantageous to firms. As Mr. 
Hicks has observed, “ they entail new and difficult pna-esscs 
and overworking established staff and existing equipment. 
They lead to no new contacts and they offer no long-ixTiotl 

roward for the greatly increased effort.’’"’ The siidchm transitioJi 
from a peace-time to a war-time footing is not at all an easy 

task. It involves far reaching cxtcnisions and adjustments of 

})lant and machinery whost' value in tlie jwst-wur perivKl would 
he dubious. In such circumstances private capitalists hesitate 
to undertake the responsibilities of financing typical war 
industries. Even if they were not hesitant, the ever-increasing 
demand of war industries expanding on an enormous scale would 
have outstripped the resources in their hands. The strain of 
this heavy demand inevitably leads to the breakdown of the 
normal machineiy' of the capital market. As a matter of fact, 
war-time controls of n(wv capital issues frequently put out of 
commission the normal machineiy through which the capital 
market functions in ordinaiy peace times.''' Even if the access 
to the new' issue market were not barred through the im^iosition 
of financial controls, the problem would have been hardly less 
acute. For, the small firms come in the picture in a manner they 


1 Hoy A. FoQlke, Credit FrohlcmM in War Rconomy, Pnn and Briid Ptreet. 
7. 1M2. 

• J. R, eUn., The TiiTation of War Wealth (2nd Ed.), p. 103. 

* The Eeanomiet, Banking Supplement, September 19, 1042. 
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had never done before and play quite a useful part in the sphere 
of the countries’ war production. Their size, recoi'd and slender¬ 
ness of resources would have in any case stood in their way of 
obtaining facilities of the ordinary capital market. Besides all 
these problems, there are others Avhicli arise in the case of many 
enterprises from the scarcity of critical raw matei'ials, introduc¬ 
tion of rationing and even dispei'sal, if necessary, from a danger 
zone to one of comparative safety. 


Banking Policy in Relation to War Industries ; 

The peculiar difficulties inherent in the financing of war 
industries w'hich have been analysed above clearly indicate that 
private resources and facilities extended by the banking system 
cannot go a long way towards witisfying their needs of short- and 
long-term capital. I'he war indeed ix>ses a set of formidable 
problems for the banking sysUun and ils }X)licy in relation to the 
war industries has to l>e very carefully formulated. On the one 
hand, most of the financial requirements involve long-term 
investment and arc clearly outside the scope of normal commercial 
banking. Some of the demands for v\urkiug ca])ital too would 
bt; in normal times ineligible for haukijig acconiniodation. But 
on the other hand, the hanking systejii is exjKjeted to play its 
due part in the national emergency and to tunc its plicy so as 
to expedite and maximise the iudnstriaf war effort. The 
banking system can fulfil its role in the industrial war economy 
of the country, only if the hanks are inclined to follow certain 
general prccejds in framing their credit i)olicies. They may, 
for instance, give s])ecial consideration to requests for financial 
assistance from enterprises engaged on government work or in 
essential activities. They may refuse demands for advances from 
trades producing luxury or other non-essential goods. They may 
even recaU, if necessary and whenever possible, their loans and 
advances used for such purposes. They may also relax their 
ordinary standards of credit worthiness in respect of their clients 
engaged in essential war work. But the demand for credit on 
the part of this specialised sector of the banks’ clientele is likely 
to be so enormous that it will be well-nigh impossible for the 
banking system to cope with it. In the earlier stages of the 
defence programme, when the banks are underinvested and a 
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considerable slack has to be taken up, tliere may be no diihculty. 
But a bottleneck is likely to be reached very soon. All these 
factors make tlje direct intrusion of the government inevitable 
in the sphere of both Jong- and short-term investmenl. Thus in 
England and the IJ.S.A., not to speak of G-ermaiiy, the fc^late 
Ijecame by far the largest source of long-term capital for war 
industries and in the field of short-term credit it was rivalling in 
its activities, as a banker, the whole <d the comincjcial banking 
system. 


Technique of Financhiq War hiduntrics—Great Britain and 

the U.S.A. 

At this stage a review of the methinls employed elsewhere 
to finance the war industries may prove tc» be both interesting 
and instructive. The study will help us not onlj^ to appreciate 
what was achieved elsewhere in this direction but also to realise 
the defects and sliortcomings, if any, of our own financial 
methods. 

In Great Britain, it v\as recognised from the outset that 
the govcrumcJit should fill an important role in the war-time 
financing of industries. 'J’he machinery for government financing 
of the long-term ca})itul re<iuii'cni(5uts of war industry w'as 
organised at the very beginning and came to be perfected from 
year to year. In the ease of industries called uix)n to extend or 
otherwise adapt themselves to the war requirements by installa¬ 
tions of new plant and machinery, the Ministry of Supply, the 
Ministry of Aircraft Production and the Admiralty were always 
prepared cither to provide the necessary fiiuiuces for such exten¬ 
sions and conversions or to build the factories and supply the 
machineries themselves. The procedure generally was for the 
Department in question to retain the ownership and charge rent to 
the operating firms, calculating it as an clement in determining the 
cost of the goods produced for the Department. In many cases, 
the cost of financing such capital extensions was jointly shared 
by the Ministry and tbc business firm. In others, an option was 
granted to the latter to acquire the new installations after the 
war.* 


^ The Beowmiatt Banking Supplnment, Bei^amber 10, 
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The machinery for financing llie sJiort-term needs of industry, 
ho\ve\er, took time to be develo|)ed. The banking .s}’steiu was 
functioning unfetU*red by the Defence Regulations. In the 
circumstances tlie iuitlioritics had felt in the beginning of the war 
that if the Jianking system were provided with iin ample cash 
liasis, it would be able to fullil its functions adeijuately. The 
credit jiolicies of the govei'iiment had bi.'en framed iiccordiugly in 
the earlier stages. 1’here was, theivfore, no direct intrusion of 
the State into this sphere at lii^st. But it was soon realized that 
the private financing of sucli iiMlusiries' needs of working capital 
was beset with the sjime dilliculties as were to be faced in the 
financing of their long-term capital ie(|uirements. There were 
also inordinate delays in making paymeuls ii» the contractors by 
the Clovernmenl Departments in resjiect of the goods delivered 
by them. The. linns thus deprived of their payments for long 
periods and faced at the same time with the task of expanding 
theii’ protluclion had to turn inevitably to tlie banking system for 
assistance. But their requests lor assistance were eitlier beyond 
the resources of the banks or were not justitied by the umonut of 
the eollateral offered. 

An informal apjiroacli was made by the authorities to the 
bankei's requesting them to shape their policies in a manner 
particularly beneficial to Avar pioduction. They Avere asked to 
give preference in the matter of loans and advances to industries 
engaged' in essential war effort, to discourage credit facilities to 
luxury trades and even to rec^all such facilities, AAdienever fNissible, 
in favour of the more urgent aaiu* industries.’ The banks readily 
responded and in many cast's liegnn to extend their accommoda¬ 
tion to Avar industries against the mere knowledge that the 
borrowing linns wa?rc engaged on fiovernment AA'ork. In the 
meantime the system of issuing, after physical examination, 
“ progress (*ertiticalcs ” tti (rovernment contractors by the 
Insjiectorate of the Supply Departments was developed and bank 
finance for war production came to be largely provided' against 
these certifiostes. A co-ordinating machinery Avas soon set up 
IxjtAveen the banka and the Supply Departments. There Avas an 
exchange of “ liaison officers ” which proA'ed a valuable medium 
not only for the passing on of useful information but also of 


1 The Economist. Banking Supplement, May 18, 1940. 
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complaints relating to itisufficiericy of working c.ipifiil. Tlio 
system provided a dieck on the elVu'itMW'v ol pmdnc\i()n ■,i> wvW ‘.va 
it security tor \)anU loans. i3ul the niacliiiicry was not (piiii* 
perloct in that it left out of its scop«: the wliolo raiigt; of siil;- 
contracting work. The main cluinncl throiigli whioli working 
capital later on came to How steadily lo the wiir industries was 
the system of “ progress payments." I'mler this sysfein the 
Ministry concerned undertook lo pay in nionllily instalments 
90 jter cent of the expenses incurred l)y tlte war contractor, 
provided he gave a eertitied assurance tlnit In^ wiis duly meeting 
all charges for raw materials sis well as snb-eonlraeting work.“ 
Thus finance filtered down from tlie (Joverninejii tlironglt the 
contractors to the lowest suh-contractors. 'Plic (Jovernment iu 
effect k'came tiu' banker and tiu* rbl(^ of tlic ordinary banks in 
financing the short-term credit needs of war itidnstry became 
necessarily limited. 1'lie task of b,inks came to be restricted to 
lielj)ing the firms to tide over the fM'riod intervening l>ctween the 
jiayinent of one instalment and another. The part whicli the 
government in (Ireat Britain played in finaneitig tlie vast volume 
of the country's war production caimot be fully appreciated 
unless a reference is also tnad'e to the provision of working capital 
on “ real terms,” apart from that in terms «)f money. Just as 
the Departments were providing fixed ca])ital in the form of 
factory building, plant and inacbinery, so they devclo|)ed the 
practice of making ” free ” issues of material and components to 
the firms working for them. The progressive decline in the 
Ijondon clearing bank advances from ■£] ,002 millions in 
December, 1939 to ,£743 millions in 1943 may be ascribed, to a 
considerable extent, to the direct finaneing of war pmdiiction by 
the various Government Departments.* 

State interventiim in the long- and short-term financing of 
w'jy industries Avas witnesscnl in an even more marknl degree in 
the Dnited States. Three? well-defin(>d sourc'es of war-time 
indu.strial finance could 1 h 3 noticed in that countr)^ These were 
(1) private, (2) institutional and f3) governmental. Tn the 
earlier stages of the defence progranmio, privately financed 


' The Banker, Mnivh, 1342 f* The Piiinncp of Supply *’). 

* The Bconamiitf^ Bankinir Siippleinent, Septeinl»er 10, 1042. 

* The Sttatief, AiigURt 20, 1042 (** Bank Advanm and TndiiRfry **). Also 
tfonrtoenth Beporl of the B. I. S., 1043'44, p. 130. 
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capital expenditure in war plant was of quite a sizable amount. 
In 1941 it reached a level of 4 million dollars while government 
expenditure in similar facilities amounted to 2.2 billion dollars. 
As private business began to e.xix'rience increasing difficulties in 
obtaining materials and became less inclined to oAvn specialised 
war plant, there was a remarkable shift in the source of finance 
for the country’s industrial war effort. Such effort involved a 
considei-able amount of produclivc capacity which could not he 
financed in the traditional way hv providing credit to private 
enterprises. Huge reserves of essential raw materials had to be 
built up and sfxvial plant facilities with limited and doubtfid 
peace-time use had to be constriifted. These entailed invest¬ 
ments carrying enormous risks and luicertainties. Accordingly 
the government created special corporations In make such 
investments. The principal channels thi'ough which the T'^^.S. 
Government made available its financial aid for Avar industry 
were the Defence. Plant Corjmration and the Emergency Plant 
Facilities Contract. 

The main task of the Defence Plant Corporation, a subsidiaiy' 
of the Beconstmetion Finance Corporation, Avas to construct 
plants, purchase machinery and (equipment and lease their 
facilities to producers holding Defence Contracts. Tf the 
President thought it necessarj% the coiqtoration had the further 
power “ to engage in the manufa(dure of arms, ammunition and 
implements of Avar.” The lessee (*oncerns were given the 
option to acquire the plant after the emergency period on the 
basis of cost-price less depreciation. Dnder this arrangement a 
large part of the government facilities for producing aircraft, 
steel, machinery, j)etroleum and synthetic rubber Avas built up. 
By April, 1944, it provided about 7.5 billion dollars or 45% of all 
government financed industrial and public utility construction.* 

The other device for facilitating the flow of credit into 
war industry’, the Emergency Plant Facilities Contract, provided 
that a private industrialist could erect a plant certi^ed as 
necessary for national defence and that the Federal government 
would undertake to re-imburse the entire coat incurred in the 
construction. The repayment was to lie made in sixty equal 
monthly instalments, following completion of the facilities. This 
undertaking by the government to repay the cost in five years 


Ffdfral Rexerve Rvlfrtin, July. 1944, p. fi85. 
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brought the operations within the purview of normal commercial 
banking, although ordinarily they would have Ixicn regarded as 
Joiig-tenn investments. The manulactiirer could approacli bis 
banker and on the strength of this doeiimeiit could ol)tairi the 
necessary finance. Somewhat similar to the llriiisii arrangement 
there was a provision in the contract giving an option to 
the firm to pureJiase. the emergency plant “ at a fair cost value ” 
when the repayment was completed; otherwise the title in 
it wo\dd pass to the Federal government. Some of the largest 
eiiUTgency plant facilities including Ford's River Rouge Plant 
were financed under these terms,' The device was eminently 
suited for the erection of thos<‘. highly specialised facilities which 
private inamifaetun'rs would have hcsitaled to erect in the belief 
that they would be worthless when the emergency ended. The 
normal risks of production were left to he l)orne by the contractor 
while those of obsolescence and surplus jdant capacity had to be 
carried by the government. 

Government participation in the matter of providing short- 
term credit was no less imj)orla.nt. TJje difficulties in this respect 
of small firms engaged in war production were sought to be 
removed by the Assignment of the (claims Act, 1040,’ and by a 
system of advance payments on government contracts resembling 
somewhat the scheme of “ progress payments ” instituted by 
the British Ministry of Supply. Advance payments on Army 
and Navy contracts were also made up to 30 per cent of the 
total expenditure foreseen under these contracts. A system of 
“ partial ” or “ progress ” payments was also organised. On 
the completion of each stage of construction to the satisfaction of 
government inspectors, some iierccntages of the total value of 
the w'ork in progress Averc often paid out to manufacturers. If 
the needs of working capital of firms w'orking on Defence orders 
could not be met from their owm sources or from the sources 
already mentioned, arrangement w'erc made to enable them to 
approach direct the R.F.C. or the Federal Reserve Bank of the 
district.* All these arrangements w'ere o}Terat<'d to conserve 


^ Tbe Act permitted all claims against the Federal government for payments of 
91,(100 or more to be assigned to a bank or tnist company. 

* The EconamiH, May 28, 1942 (" Financing War Indnstry 
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tlio iiniount of private funds needed for expanding current 
working capital.' 

Tlie President's Kxeeutive Order No. 9.11*2, of March 2(), 
IV4-2, rvvisugctl n ({/r-wnching progmmme (broadened in 
Septciiilm-, IV li^) fur war-time financing of industries. The 
Hoard of Govenioj’s of the Federal Eeserve System adopted on 
the 10th April, 1912 Eegidatiou V entitled “ War Financing ” 
to carry out the executive ordei’ witJi a vietv to facilitate and 
expedite the financing of war production. The Regulation 
I)reserihed arrangements for the financing of contractors, sub¬ 
contractors and all other businesses, large and small, engaged' in 
operations deemed by the armed services and the Maritime 
(.'ommissiou necessary for the piosccution of the war. The 
utilisation of the facilities not only of the twelve Federal Reserve 
Bauks and their twenty-four branches but also those of the entire 
banking system was contemjihik'd under this financing scheme. 

In order that war production might be expanded and expedited, 
the three military procurement agencies (the War Department, 
the Navy Department and the U. S. Maritime Commission) 
were authorised to guarantee Federal Reserve Banks, the R.F.C., 
the commercial hanks and other financial institutions against loss 
oil loans made to concerns lor financing the performance of war 
orders. The Federal Reserve Banks themselves were further autho¬ 
rised to arrange loans and gnarantivs thereof w'henever they would . 
be regarded as contributing towards the expeditious maximisation 
of Avar production. The W^ar Department, etc., would place a 
liaison ollicer at each Fedora! Reserve Bank. Tt would be bis duty 
to certify to the Bank that an applicant for financial aid was 
qualified, from tbe teclmi(;!il or production point of view, to . 
carry out a contract or order for war supplies or equipment. 
The applicant was exiiected to place his case, first, before, his 
bank or other financing institutions. The bank would apply to 
the Reserv’e Bank for a guarantee of a part or whole of the 
proposed financing, only when the necessary credit could not be 
arranged without the help of the War Department. On the 
certification by the liaison officer, the Reserve Bank would 
analyse the financial aspects of the application, probe the 


1 The amount of diroet advances on supply contracts outstanding approached 
1 billion dollars by 1941 and a peak of 2.6 billion dollars in the middle of 1043. 
IF, B. B.. July, 1944). 
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integrity of the management and deterniinc the type of iinanciiig 
best suited to meet the situation.* 

The Federal Eeserve Banks panicipated in the war 
financing programme not only by acung as liaison agencies of 
the War Department, etc., but also tlinnigh industrial advances. 
By an Act of June 19, 1934, the Federal Eeserve Banks had 
already been authorised to furnish loans direct to established 
industrial concerns for working capital jmrposcs under certain 
conditions.* The amount lent had hithoito }>roved very inade¬ 
quate. In order that the Eeserve Banks might participate more 
fully in the i)rograinmc of war financing contemplated by the 
President’s Executive order, the Board of (Jovernors revised on 
April 30, 1942, its regulation regarding Rcscu’ve Bank loans to 
industry under Section 13 (h) of the Federal Reserve Act. The 
blanket authority given under the original Act to all Restwve 
Banks to grant financial accommodation directly on their own 
responsibility without refeicnce to Washington was continued 
under the revision, while a number of changes of a clarifying 
chaiuctcr were also introduced.® From the i)oint of view of 
the war programme, all tlicse arrangements providing government 
funds to finance new })lant, e(|uipmcnl and working capital were 
of the greatest significance. -As the Federal Renerve Bulletin 
pointed out in a recent issue, the procurc'ment agencies were 
enabled to place contracts more widely than would otlierwisc 
have been possible, not only because producers had beesn freed 
from anxieties about post-war utilization of the highly si)ecialized 
equipment but also because some of the difficulties Avhicb many 
firms would otherudse have bad in arranging for finance had been 
removed. The construction and installation of needed 
facilities were further speeded up by assuming the extra expenses 
incurred in rapid planning. Lastly, possible disturbances in the 
new securities markets, ubicli might have arisen if large demands 
from private borrowers had clashed with the progi’amme of . 
government war finance, were avoided. 

A reference should be made in this connection to the part 
played by the Reconstruction Finance Cor|X)ration in providing 
industrial finance in war time. The |)Owers which it already 
possessed to make loans to business concerns were broadened on 
June 26, 1940. An Act of Congress authorised the R.F.C. to 

i Federal Reaerre Bulletin. May, 1043, pp. 434-27. 

* See tbe preeent writer's " Becent Banking Bevolopinents/' p. 128. 

* Federal Reserve Bulletin, May, 1913, pp. 438*80. „ , 
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make loans to (or purc/iase with the appraval of the Presidem 
capi\a\ slock ol) any business corporation lor the pmjjouc of 
producing, acquiring and carrying strategic and critical materials 
or lor plant construction, equipmciit and expansion, and workin-^ 
capital to be used by the cor])uration in manufacturing equipment 
and 8upj)lies necessary to the national defence. The rigid credit 
standards laid down in the 1W<J4 business legislatioi) were con¬ 
siderably relaxed. The requirements that the borrowers Mould 
1)6 solvent, that the loans Mould be of such sound value as to 
assure repayment and that credit was ordinarily imavaiiable at 
the prevailing rates for the class of loans ap])lied for—were 
M'aivcd aside. Tiie existence of a national emergency M'a.s 
considered to be a sufficient cause for all this relaxation. 

Although government arrangements overshadoM'ed in impor¬ 
tance the other sources of finance for war-time industries, yet the 
latter were not entirely barren. Even private sources of finance 
in the shape of retained earnings and sales revenue set aside for 
depreciation and other reserves were in some cases quite signi¬ 
ficant. In the case of 250 large manufacturing companies in 
selected war or non-war industries, the two items referred to 
above contributed during 1041-4;} nearly 50% of the new funds 
absorbed in the period. 

Although government and internal business funds were 
responsible for financing must of the expansion in the manu¬ 
facturers’ assets since 1041, yet fur several companies and at 
several times bank loans Mere an im|X)rtant source of financing. 
Indeed the commercial banking system in the U.S.A. did not 
play an insignificant part in financing the gigantic war production 
of the country. Although in line with the general war-time 
banking trends elsewhere, the memlier hunks' loans registered an 
appreciable decline in the first half of 1042, an increasing propor¬ 
tion of the total loans went to finance w'ur production. It has 
been estimated that in the spring of 1042 for the country as a 
whole 31.9%, nearly one-third, of all loans and renew'als M'ere 
directly to finance Mar activities M'hile in some districts the pro- 
{lortion of loans for war puiposes had arisen us high as 40% or 
even 50% of the total. In this part of their business the banks 
were re(] nested to consider not so much the financial status of the 
lx)rrowing firms us their total cjipacity to perform their war 
production contracts.' Ijoans for war purposes by all commercial 


1 IVorU Econotnio Survey (Luugue of Natioos), li)41-42, p. 125. 
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banks began to expand in 1941 wben they amounted to 1.^5 
billion dollars. They rcaohed %‘6/o billion at Uve end oi 1^13 
and stood at $3.2 billion at tbe end of June, 1944, or approximately 
35 per cent of their aggregate commercial, industrial and agri¬ 
cultural loans. It is also interesting to nolo that war loans 
guaranteed by the War Deiartnient, Kavy Depaiimeut and 
Maritime Commission through the Federal Reserve Banks 
constituted an increasing proportion of total war loans. The 
I)ereentagc of total war loans under Regulation V steadily 
increased from 4 on June 30, 1942, to 44 on June 30, 1943 and 
60 on June 30, 1944. During the period u hile war loans by the 
commercial banks were increasing, loans in nearly all other 
principal categories were registering a decline. During the 
period December, 1941 to June, 1943, the amount of change in the 
case of the former ty{)e of loans was -f 1,950 million dollars 
while in the case of all “ other ” loans it was —4,450 million 
dollars.' 

War-time Industrial Fitutnee in Germany and Japan: 

Wlieu the Government entered into the field of industrial 
war finance to this extent in Great Britain and the United States, 
it is no wonder that the intrusion of the State in this sphere 
would be hardly less important in a country like Germany. 
Various tj^pes of emergency credits were made available for 
industrial enterprises affected by war conditions. A special kind 
of credit instrument in the fonu of 2/3 mouths’ promissory notes 
of the Ai'uiy was provided to firms obliged to finance a rapid and 
extensive conversion for adapting their output and organisation 
to the requirements of the war. The notes, though ineligible 
for rediscount, could be used for bank advances. The war-time 
requirements of long-term capital were met from loans obtainable 
from the State-contrtdlcd Industrial Bank (Deutsche Industrie 
Bank) which guaranteed the bills in question and make them 
rediscountable and hence acceptable to ordinary banks. A 
public company, the Tjuftahrtkontor, was specially entrusted with 
the ta&k of financing the air-craft industry. Another company, 
the “ Oeffa,” which w'as State-owned, was responsible for the 
financing of public works. Like the Industrial Bank it undbr- 


t Federal Reeetve Bulletin (Art, by Q. M. Conkling entitled ** Louv for War 
Pnrpoaes "), November, 1944, pp. 10d4-10fi6. 
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took to endorse the biJls and guarantee 95 per cent of their value 
u'liich made them rediscountable.' Indeed German Industiy in 
war-time came to depend so much on direct advances from 
Government Departmentn rather than on banking assistance, 
that the importance of tiie German commercial hanks as a source 
of industrial credit considerably declined.It has been estimated 
that tlie total of advance payincnls to industry on government 
contracts amounted to 0,000 million KM. or more, at the middle 
of June, .L9J2, ^Yhicll brings into clear relief the icstricted field 
of activity of private banking. Owing to the loss of their normal 
profitable fields of activity the banks were compelled not only to 
carry out extensive progranniics of rationalisation but also to 
explore new and more convenient .‘ivenucs.’ 

In the case of Japan the tHinversion problem was not so acute 
for she had already Ix^en at war for more than two years when 
the hostilities began in Europe. Ky the Capital Control Law of 
1938 the granting of loans by Japanese banks had Ixicn closely 
regulated in the interests of the war industries.'* Under an 
Imperial Ordinanc-e promulgated in AjwiI, 1939, the Minister of 
Finance was autliori.sod to instruct the Industrial Bank of Japan, 
after consulting with the Capital Accommodation Committee, to 
make capital accomiuodatlon or subscribe to and midcrvvrilc or 
purchrrse securities of industrial cnlci'prises, whenever he w'ould 
deem it necessary for the smooth flow of capital needed for 
expanding war production. The State would compensate the 
Bank for any loss it might possibly sustain from these transac¬ 
tions.® 

In 1943, a new institution entitled “ War-time Financing 
Bank ” w'as established with the object among others of accepting 
guarantees for loans by commercial banks to armament enter¬ 
prises. Its funds canie from ihree sources (1) a paid-up capital 
of 160 million yen, (2) proceeds of debenture issues up to 10 
times the ])aid-np capital, and Ci) short-term borrowing from the 
Bank of Japan, etc.” 


1 Mont ff and Btinlihui (Loaf'iiH of Nations), I939‘40, Vol. T, p. 40. 

2 The Statist, July 4. I9J2 (' Wnr tiiin* Hanking in (fonnaiiy ”). p. 492. 
» The. Statist, Intcrnatiniinl Pianifmg Sfirtion. November 28, 1042, pp. 7-9 

* World Ecommiie Survey, 198SM1 (Loagne of Nations), p. 106. 

6 The Statist, August 24. 1939 .Tapan Bupplemont). 

* Fourteenth Annual lieport of ilte B, I. S., p. 196. 
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War-Time Fimncing of Indian Industries : 

While details regarding the methods by which war industry 
was being financed elsewhere arc available, they are singularly 
lacking in the case of India. There is hardly any published 
information on the subject and one lias to rely entirely on personal 
investigations. Materials arc scarce and not easily accessible. 
Authorities are reluctant to furnish information and reply to 
(lueries.' In the circiimstimces it has not, in'cn pos ible to give 
as detailed a picture of war-time industrial finance in India as we 
would otherwise have liked. An outline of the war-time financial 
macliinery is presented below, noticing the principal gaps and 
suggesting the possible lines of improvement. The information 
has been gathered from authentic sources as far as possible. 

Banhs and Finanem/ of War Industries in India : 

As regards the banking system and war industries, banking 
IHiIicy in relation to such industries appeared to be ill-planned or, 
to be more precise, devoid of any plan at all. There is no 
evidence that the banks in India were giving any special con¬ 
sideration, as the Ijondon Clearing Banks did, to requests for 
credit from firms engaged on Government work or in activities 
of an essential character. W^c arc not aware that the .standards 
of credit worthiness insisted ufam in ordinary times were relaxed 
in any way in favour of the war industries. Presumably the 
banks were guided by business considerations alone in granting 
financial facilities, and were not prepared like the British banks 
to extend sucli facilities against the mere knowledge that the 
borrowing firms were uorking on Government account. There 
is further no evidence that their capacity to perform war contracts 
rather than their financial status constituted the criterion of 
banking assistance here, as it did with the member banks in the 
TJ. S. A. There do<?s not appear to be any definite banking 
policy to discourage applications for advances on the part of 
luxury and non-essential trades, not to speak of recalling credit 
facilities used for such purposes for the benefit of essential war 
work. No formal approach was made by the authorities to the 


' The writer approached the flupplj Department, the Commerce Department 
and finally the* new Department of Planning and Beconstruction hut was unable to 
secure any reply to his queries. 
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hanks in this respect; and no advice was also tendered to them 
hy the Reserve Bank to this effect. 

In the light of what (V'utral Banks elsewhere, particularly 
in the TTnitod States, were doing to assist their war industries 
the steps taken hy the B 4 ?s<‘rYe Bank of India in this respect 
appear to he higldy inadefjiuilc. The Managers of the Reserve 
Bank of India, it is understood, were authorised to extend 
financial aceomniodation to sclieduled hanks desirous of assisting 
contractors and other suppliers to the Oovernnicnt. Such 
accommodation was to he furnished to the hanks against the 
security of their custoiners’ proinisso)’y notes sup|M)rt.ed hy their 
hills in respect of Government supply contracts. The notes 
which would bo drawn hy the Gf>vernrnent contractors Avould be 
ordinary usance notes maturing within 00 days and Avere eligible 
for rediscount hy the Reserve Bank only Avhen the same had been 
endorsed hy the scheduled hanks. The bills in respect of their 
supplies to Government AA'cre obviously in the nature of collateral 
security and the responsibility for their colh^ction vested in the 
hanks. The scope of the Central Bank’s assistance to the 
country’s industrial war effort was thus limited to such simple 
rediscounts as form part of the husim^ss of such institutions else¬ 
where even in the ordinary times. It may also he recalled that 
the Federal Reserve Banks in the IhR.A. with a view to 
expediting and maximising the country’s war effort were extend¬ 
ing loans and guarantees to the hanks engaged in financing war 
contractors. The Government Departments also in their turn 
AA'ere giving their own guarantees to the Reserve Banks in such 
cases. There aa ss in India no such corresponding arrangement 
l)etAveen the Reserve Bank and the scheduled banks or between 
the Supply Department and the Reserve Bank in respect of 
financial assistance to Avar industries. 


The State and Finaneing of War Tndnutrieif in India : 

As regards the State, aa'c have seen it became the principal 
supplier of finance elsew'hcro for extending and expediting the 
production of war industries. It has been estimated by a 
competent authority that in 1943 most of the war-time 
expansion in the TJ.S.A., about 14.4 of the 16.9 billion dollars, 
was financed with public funds. This amounted to 86 per cent 
of the total programme; priArate funds accounting for the remain- 
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ing 15 por cent only/ In implementing the implications of the 
Roger Mission, the Eastern Group Supply (’ouncil and the 
American Tt^clinical (Grady) Mission for expansion f)f India’s 
war industries, His Majesty’s Government financed tlm establish¬ 
ment of a number of new factories and plant in India. “ Not 
only the establishment and expansion of India’s major industries,” 
observed Hir Jcreiny Raisraan in the courses of his 1943-44 Budget 
Spee<!h, ” but the establishment of minor ancillary industries 
was being effected at the capital expense* of His Majesty's 
Government.” * The ownership f)f thosf^ factories and equip¬ 
ment and the right of their disjiosal aft(*r tlic War would vest in 
His Majesty's Government as they had incurred the necessary 
expenditui*es. The capital expenditure under the Chatfield plan, 
which was concerned almost exclusively with the expansion and 
modernisation of ordnance factories and the setting up of additional 
establishments for the manufacture of high explosives, worked out 
at nearly seven crores of ruj)ees and was entirely borne by the 
British government. 'Phat government were also involved in 
further exjienditure in India on new factories and plant of no less 
than Rs. 12,54,91 lakhs, a figure, however, which took into 
consideratif»n capital account only.® Apart from the financial 
interest taken by the Government of India in some factories, as 
the South Indian Aircraft factory in Avhich they held a yiropor- 
tion of the shares,* it is lielieved, they also supplie'd in some 
instances the necessary capital for what is called ” balancing 
plant ” needed for extension and ada])tation to w'ar requirements. 
Special financial arrangements were also made in cases where 
industrialists bad to sink cajntal in war industries who.se peace 
time value would be nil.* Tlie decline in the advances of the 
scheduled banks in India and the ris(^ in their deposits further 
afford indirect evidence of the part played by the government in 
the provision of working capital for war industries. There 
were several factors which were res|K)nsible for this ]x;culiar 
banking trend in war-time, but direct financing by the govern¬ 
ment of war production must have, to some extent, reduced the 


* C. B. Me Laupfhlin (of National Knsonrpiw Planninpf BrinrdI in llir Amrnrnn 
Bcontmie Review, March, 1949. 

s Bnd^t Speech, 1948-44, Gazette of India, Extraordinary Imne. 
s G. ^^on, India Amut for Victory, pp. 84 and 3B. 

* Indian Finance Annual, 1942, p. 01. 

* Sir T. E. Gregory pnd M. W. M. Tcaits—Leaxe Lend, what it U and hotr it 
trorhff, p. 19. 

4&-178eB. 
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demaud for tlie lianks’ adxanees froiri tlieir industrial 
customers.' 

It is in the case of the small industries executing war 
orders that the government ii])|x>ar to have taken a good deal of 
interest. The importance of bringing the small industrialist in 
line with the war machine uas early realizwl by the government 
and the organizing and focussing of small businesses were two 
of the main tasks of supjjly ))olicy. An agreement between the 
Supply Department and the y)rovincial and State governments 
Avas devised for planned production for such industries. The 
Provincial goA'crnmonts generally furnished the working capital, 
sometimes in real form,® hut the (iuvernment of India also 
provided financial assistance within certain limits where 
neccssarv.’ 

It is clear fioni the brief outline presented above that the finan¬ 
cial machinery for facilitating and expanding Indian Avar produc¬ 
tion Avas extremely rudimentarA’. What was needed to maximise 
the country’s industrial AA'ar effort was a machinery through which 
a smooth, easy and swift floAv of credit, both long and short-term 
could be ensured to the Avhole range of industrial enterprises en¬ 
gaged on essential war production doAvn to the humblest suh-cx)n- 
tractor. It has been seen that the verA' nature of war industries 
precludes private enterprise from assuming the extensive and un¬ 
predictable risk of financing plant expansion and conversion; and 
therefore the bulk of the risk of war plant financing inevitably 
devolves on the state. Not only, therefore, Avas it fit that our 
government should have furnished the necessary long-term capital 
for refitting and replanning industries for war requirements in 
" real ” form as well as in terms of money, but they should 
have also made arrangements for the provision of working 
capital. The government could have installed the necessary 
plant and equipment themselves and leased them out to the Avar 
contractors at a rental fixed as a yieroentage of the over-all sales. 
They could also give them an option to acquire the same after 
the war on the basis of cost less an agreed-on depreciation. As 
a financial device, government OAvnership of war fitoiljjlies 
coupled with a provision for their lease has undoubted adAranta^ 

1 Article eDtitlcd War and Indian Banking/' •Toanml 6f the fnititnte of 
Bankers, July, 1941. 

* The' Director of Industries in Bengal at one stage msKi to inite 

iesues of raw material to small films engaged in mslrii^f joau^niftit^i 
being deducted from the price of the nets bn deliTery^ , 

* G. Tyson, India Arms for Victory, p. 187. ■■ w--.V. 
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not confined to considerations of immediate Avar production. The 
problems of the strategic location of plants, of re-tooling and 
re-modelling dtuing the very course of the war production pro¬ 
gramme would have been simplified in the war perital; while in 
the post-war period the facilities could always he released to 
private ownership and production Avhen the country’s economy 
would have been rijx) for their absorption, lii this way the 
government would have been able to assume the entire risk of 
war-time plant expansion, avoiding at the same time “ the pit 
falls to private companies or the windfalls to them.” 

An alternative policy of the government in this respect 
would have been the marshalling of the forces of private 
enterprise. The industrialist could have beeji entrusted with 
the preparation of the plans and designs as well as the financial 
resjwnsibility for construction. The government could provide 
technical supervision and could also undertake the repayment of 
the expenses of extension and adaptation in monthly instalments 
spread over a number of years. This government undertaking 
to repay the cost would have turned the contract into a “ bankable 
one ” and enable the banking system to finance the operations. 
It is understood that there was a system of “ progress payments ” 
on government war contracts but its scope was much restricted 
relatively to that of the British and American systems. The 
facilities of the Eeserve Bank of India as well as of the entire 
commercial banking system of the country could have been 
utilised in financing the whole range of war industries. The 
Supply Department could have been authorised to guarantee the 
Beserve Bank and the scheduled banks against any possible loss 
which might be incurred in the process of financing the war 
contracts. The Beserve Bank should have been empowered to 
arrange loans to the scheduled banks and guarantees thereof, 
whenever they would be deemed necessary for speeding up the 
p^(^manoe of war orders. A co-ordinating machinery in the 
shape of installing ‘‘ liaison officers ” could also have been set up 
b0tw^ the Bb^e Bunk and the Supply Depar^ent.. 

in. Bss^tial war wwk ww, in 
i^ap^ racco^pdatiictelto iMuikr \ 



fioUi tUe technical or ptodv\ui‘u»u vv«\v |x>vni, W the '\W‘AV\iu*aVio)) 
of tlw* war ituuti'actor lo carry out tUe guverumeut order the 
Reserve Bauk could exuuiine liu? tinuncial implications or iJu- 
proposition ami decide u | jo/i the tyjM' of Jimwein^ suitubh iv 
meet tlie case. Sticij i.s the generul I'niinv wvrk of the uitwlmvn 
which the government sJtould have .std up for iinaiiciug u»r.t,inj{j 
plant exten,sit»us and conversions in liuliii. fSut whatever the 
type of machinery', it ^vas ennenfiiil ihal while upeedmg up 
production and construction, it did not give an injpetu.s to the 
inflationaj-y forces Jnlicrejit in a war economy and did not Ijaniper 
the solution of the counti‘)'’s jK)8t-war prohlenis. 

Financial Problenns of liecomersion and Dcrelopmeni: 

The linaucial pioblems of reconverting iudu8ti7 from a war¬ 
time to a peace-time basis arc no loss important than those of 
war-time ])laut extension and wmversion. When a war ends, 
far-reaching technological re-adjiistmcnts are called for to meet 
the altered specifications of war requirements. Fttetories 
manufacturing high grade products like automobiles and type¬ 
writers had to he converted h» produce macJiinc guns and army 
trucks, the change-over necessitating considerable re-tooling 
and replanning. Such factories Jiave to bo rc-Jidapted to jieaco- 
time requirements. The prf>l>lem of reconversion, though 
not so vast and formidable as in the case of England or 
the U.S.A., still existed in India iuid was considerable.* A closely 
related problem was that of industrial capacity. The assessment 
of the place of different categories of industries in post-war 
conditions and the adaptation of tlicir sizes to these changed 
conditions would Ixi one of tlat foremost tasks of tiie government. 
There w'ere the over-expanded war-industries, Avhich must suffer 
a good dejil of contraction. There were again industries partly 
converted to war uses which had to win back their peace-time 
markets such as chemicals, cotton, jute and other textiles. There 
were furtlier the dislocattnl jjeace industries, most of which 
supplied the consumer giMids. It was this last category which 
called for the greatest possible expansion. Surplus capacities 
in one group were likely to go hand in hand with shortages in 
another. Excess ca])acities and superfluous plant had constituted 


* Sir 'i'. hi. (Jteyory, Memorandum an Indian Monelary Policy tii tfcc Post-War, 
Period (1U44), p. la 
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one of the gravest causes of disequilibrium at the end of World 
W'ar 1. The same peril must not be allowed to overtake us this 
time. A great deal of careful atlentioji v\uuld have to be paid to 
determine the manner in which and the extent to which the 
excess might be adapted to meet the |)eace*time demand. The 
problem in each case would be to adjust the peace-time sixe to 
the j)eacu-time demand, slnunkeii no doubt in many instances 
but considerably expanded and requiring yet further expansion 
in many others, in tiie inunediute post-war pej'iod demands for 
aiinnijiiinii, symhetic iibri- and eleelrotiics would be greatly 
increased; while technological dev<.dopments on new nun-metallic 
substitutes for metal, such as v\’Ood, jilastics and resin would have 
to bo definitely cuc<.>urag(Kl foj‘ constu’ving scarce and irreplaceable 
natural resources. 'J'h<! pi'os]>ects of such development, as 
Mr. J. It. .Bellerby poijits out in a recent work, will depend, 
however, on one essential cotuliiion, the, possibility of financing 
the general re-e(iuipment.‘ The ju'obleni of reinvigorating such 
industries in the trajisitioji iKjriod will consist more in finaticing 
their restorutiun and re-equipment than in internal stimuli and 
rc-adjustments. The hrms will be in urgent need of plant and 
machinery for peace-time production but may not have the 
necessary fiiiancial resources. 'I’hey will have to be furnislied 
with tlie necessary credit facilities. Tbe problem, therefore, 
will evidently be to lind out the luetbods by w’bicli credit 
facilities for such re-equipnwjnt iuay most efficiently be ensured. 
An important part will inevitably have to be played by tbe sUtte 
in the iinaucing of this transition from war to peace-time 
conditions. The Ministry of Supply having now to 2 >i*ovide 
butter for guns will have a new function—^that of providing the 
necessary capital to such industries, particularly to those firms 
in them which lack the means of borrowing on a long-term 
basis. The bunks may be directed to grant loans to any firm 
approved for tbe 2 )urpo.se by tbe Ministry of Supiily. The 
principal and interest on their loans may be guaranteed to the 
banks by the goveinment. “ Jjiaison officers ” may be installed 
in the principal branches of tbe banks who will closely co-o^ierate 
with the bank managers in the day-to-day scrutiny of the claims 
put forward by various industrial bonwers. Loans may be 
granted to those wffio stand first in the Ministry of Supply’s 
priority list and whose credit requirements arise directly out of 

A J. li. Bellerby, Economic Eecotutruotion, Vol. I, p. 176. 
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war conditions and cannot be met from ordinary sources. It is 
scarcely necessary to point out tliat such a scheme must fit into 
the general framework of the credit iwlicy involved iu the 
national plan of reconstruction. 

Apart from the question of |)o.st-\var plant conversion and 
changes in industrial capacity, India will face in the iX)Bt-war 
years u far-reaching industrial re-adjustnieut, perhaps the most 
far-reacl>ing in her histqry. it will embrace not only the 
conversion from war to ixjaco ])iodiiotiou and the ensuring of 
the continued oiKjration on ])cacc-tirac work of plants installed 
for war production but also the planned long-term industrial 
development of the country. 

This cnoraiouH task of reconversion, reconstruction and 
development will call fur an adeejuate provision of both long- and 
short-term finance. The E. P. T. refunds will not be sufficient 
to jirovide the working caj)ital rerjuired by industry during the 
post-war rtx)rgani8ation. in the circumstances industry will 
have to depend uixui the banking system to a considerable extent 
for the supply of its nsquiroments of short-term finance. Banks, 
it has been well said, arc an instrument of swift action in 
planning.* In a well-organised national plan the banking system 
may be utilised by the government not only for helping industry 
during the difllcult period of ]K>st-war reconstruction but also in 
several other ways. The banks in tlieir turn should relax their 
pre-war rigidity of practice and regard for tradition so that they 
may make their cx)ntrihutiun to the national plan. As we have 
pointed out elsewhere, npiniun is steadily gaining ground that 
the banks, particularly iu vi(!W of their current liquid position 
which is the result of war finaucc, should break new ground and 
search for unconventional outlets for investments and should be 
more recoptive of new business hitherto regarded to be outside 
th(! purview of conservative l*iinking practice.In the dilTicull 
and strenuous years of the ]^H)Kt-wur j^ieriod it is essential that 
there should be tint closest possible co-operation between banks 
and industry. 

But the supreme need of the hour is the establishment of a 
specialist institution—an Tiulustrial Finance Corporation— 
imder government auspices, which will play the dominant part 
in the financing of |)ost-war industrial reconstruction and will 


1 J. K. Btillerby, Economic Reconslruviion, Vol. I, p. 277. 

3 8. K. Basil, Recent Banking Deeelojments, (2nd Ed.), p. 2X1. 
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also help goveniraent to inijilenient their ))olicv of full employ¬ 
ment. Post-war industry in tlie course of its rehabilitation and 
develojMiient will need finance for tlie f«)nowing purposes: 
(1) overhaul of e(pii})nicnt—the sc'rap])ijig of worn-out and 
obsolete niachinery; (2) purchase of ik-w plant and machinery; 
(3) new developments and extensions; (t) niarkejt researcli, 
advertising, etc*.; (o) technical rcsearcIi and development; 
(0) materials and labour. Any s|)ccial inachincny that may be 
set np for financing the task of indusfrial reconstruction and 
development will have to satisfy the demand for all these cate¬ 
gories of industrial finance. A mmil)er of coimfries have already 
taken stejis to set uji such sjieciHl financial inslitulions. It will 
be recalled that for the same task of financing industrial rexjon- 
stmetion and developmcmt after World War I, special financing 
machineries had l>een established in several countries of Central 
and Eastern Plurope and these had taken the form of industrial 
mortgage banks. A study of tlie structure and organisation of 
the Industrial Finance Corjiorations formed in several countries 
after World War JI, and of the fmaneial methods adopted by 
them will be not only interesting but highly useful. Tliese 
corporations constitute another important landmark in the 
institutional developments of industrial finance. In shaiT) contrast 
to the pure industrial mortgage banks of the former period, a 
remarkable trend is wituessiid after World War IT in favour of a 
combination of the business of mortgage lending with that of 
underwriting and in several imjjorlant cases, participation in the 
equity capital of industrial companies as u'cll. 



CHAi’TEli XllJ. 


RkOENT l^KVErjOl'AIKNTS IN TnDTJSTRIAIj l'’rNANCING 

The Jndusirial and Cnnimereial P'hiance Corporation, Ltd, 
of Great Britain : 

Of the special inachineries that liavo recently been set up 
for providing the long-lerm financial noc'ds of post-war industry, 
the two "British institutions, the Industrial and Commercial 
Finance Corporation and the Finance Corporation of Industry, 
have attracted the greatest measure of attention. Bom of two 
different ideas, these two institutions were established at the 
instance of Sir John Anderson, then Chancellor of the Exchequer, 
and Dr. Dalton, then President of tlu* Board of Trade, to meet 
the post-war capital needs of British industry. The Industrial 
and Commercial Finance Coryioration, the I. C. F. C. as it is 
generally called, is the product of the prevailing belief in the 
existence of the “ "Macmillan gap.” that is, in the field of financial 
requirements lying in between Ihe short.-term facilities ordinarily 
furnished by the banks and the long-term facilities available to 
the larger established businesses through the medium of the 
stock exchange or the issuing house. 

Capital Structure : 

The resources of the Corporation were provided ’ by a 
consortium of the Bank of England and the joint stock banks of 
Great Britain. Of its share capital of -615 million the Bank of 
England took up £600,000 as a “ token subscription ” and the 
balance was subscribed by the clearing and the Scottish banks 
roughly in ^iroyiortiou to their deposit liabilities. In addition to 
its share capital the Company has borrowing powers of £30 
million which will be utilised by means of loans and advances 
from the memlier banks pro rain to their shareholdings. 
Although started with Government approval, the Corporation is 
neither financed by the Government nor is it subject to depart¬ 
mental control. In no sense does it receive Government assistance 
or subsidy. It operates as an independent organisation controlled 
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by its own board of directors, none of whom is nominated by 
the Government, and is conducted on a strictly commercial basis.' 
The share capital I'cmulned at luilliuiis while loan capital 
increased from dS].2^millions to ^IS^milliuus in 1951-52. 

Objects: 

The object of the I. 0. F. C. is to provide finance for small 
and medium-sixed industrial and commercial businesses where 
existing facilities provided by banking institutions and the stock 
exchange arc not readily or easily available—businesses, monj 
preciHely, “ whose requirements fall within the limits of £5,000 
and jC 2()0,000.” “ It is cleal that the Corporation has been 
designed to remove the difficulties which face smaller and 
medium-sized businesses in raising their requirements of capital, 
even when the security offered is )K‘rfectly sound—particularly, 
long-dated capital in amounts not sufficiently large for a public 
issue,—difficulties again to Avhich jwinted attention was drawn 
by the Macmillan Committee in their report.* 

The I. C. F. C. caters for the financial needs of mainlv 
private limited eompauies (•ngaged it) niiinufacture but it does 
not confine its facilities to them alone. In fact, it does not intend 
to exclude any type of business, industrial or commercial, from 
its scope." Although the policy of the Corporation is mainly to 
provide additional finance for established and progressive enter¬ 
prises, it will not deny the use of its facilities to new under¬ 
takings Avhose functions and prospects ai*e commercially sound.* 

Genenilly siwaking, the facilities provided by the Corpora¬ 
tion are intended to augment and not te replace existing finance. 
The propi’ictors of any cntciprise assisted by the Corporation arc 
expected to have :i substantial financial stake in their business. 
Broadly speaking, it is prepared to furnish credits in amounts 
I’anging from -£6,000 to .£200,000 to any industrial or commercial 


1 Article entitled " Finance for Amall and Medium-eized ConipauioB " in tlic 
Aecounlatii, 20th June, 1046. 

s The Chairman's Statement at the Firat Annual General Meeting; of the 
1. 0. F. G. Ltd., held on 6th November, 1046. 

* Para. 404, Beport of the Committee on Finance and Industry, lOSl. 

* The Chairman*8 Statement, First Annual Gk^neral Meeting, I. C. F. C. Ltd. 

■ Art. in the Accountant, 20th Jnne, 1946. Beprint kindly forwarded to the 
writer by the I. C. F. 0. Ltd. 

4O-1780B. 
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concern operating in Great Britain which puts forward a sound 
proposal. 

Methods of Finance : 

' Every case that is considered by its officials is looked on 
not just from the stand|X)int of what will suit the Corporation. 
“ The prime factors are tlu^ type of liniuice the applicant really 
requires and the best way of providing him with it.” ‘ The 
merits and special requirements of each case have settled the 
methods of finance to be adopted by the Corporation. Thus the 
financial facilities provided by the Corporation have taken a 
number of different forms such as: 

(1) debentures and secured loans; 

(2) unsecured loans; 

(3) redeemable preference shares; 

(4) non-redcemable preference shares; 

(6) participating preference shares; and 

(6) ordinary shares. 

Cases where new capital is re<]uired to cover the cost of 
fixed assets and Avorking capital in an expansion or conversion 
scheme; and the proprietors of the business expect to be able 
to repay the advance out of profits in 10 or 20 years, are usually 
met by a fixed loan in the form of debentures or unsecured notes 
redeemable by annual instalments over a period, or by 
redeemable preference shares. When there is a considerable 
degree of risk in the new finance, as in the case of a company 
which is a wartime mushroom growth with a problem really of 
conversion, rather than of reconversion, the method of finance 
chosen is participating preference shares.* 

Tn the second place, when the reconstruction or expansion 
of the undertaking requires capital of a permanent nature, this 
is met by non-redeemable preference shares accompanied possibly 
by a projiortion of ordinary shares.* The Corporation in such 
cases really provides “ risk ” capital. 


1 Ar^. by Mr. Lawrie, General Manager, I. C. F. 0. in the Banhef op. eU. 

> Art. by Mr. J. H. Lawrie. General Manager, I. 0. F. C. in the Banker, 
AnguBt, 1M6. 

* Art. in the Accountant, 99th «Tiine. 1946. Beprint kindly forwarded to the 
writer. 
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For intermediate cases falling in between the two main types 
a combined arrangement tailored to the needs of the situation is 
usually made. 

When the balance-sheet and prospects of a company, anxious 
to build a new factory or install new machinery, do not justify 
an unsecured loan, but the company requires additional working 
capital to finance the increased turn-over resulting from the 
acquisition of fixed assets, the Corporation makes its contribution 
partly on mortgage on the fixed assets and partly in preference 
shares. The floating assets are left free as security for the bank 
and are calculated to strengthen the position of the company from 
the banker's point of view. This is the i)olicy which has 
frequently been used in conjunction with several of the banks 
and has come to be known as the “ 1. C. F. C. Sandwich.” 

Liaison Department: 

The Corporation deals in long- and medium-term loans and 
has sometimes even a shareholding which is a substantial 
proportion of the total capital of its industiial customer. In such 
circumstances, it is essential that it should keep in close touch 
with the customer company’s activities. With that end in view 
a Liaison Department has been stai-ted. The ofiicials of the 
Department travel about the country visiting the several 
customers, discussing business problems and difliculties which 
may face them, advising them, giving them the benefit of their 
and the Corporation’s wide contacts, and watching on behalf 
of the Corporation for danger signals that may indicate the 
probability of business losses or other troubles. 

It is the policy of the Corporation to provide finance at a 
moderate cost. No fixed scale is applied to interest rates which 
vary with the securities available and the inherent soundness 
and prospects of the business. Secured loans have recently been 
negotiated at 4 to 4^ ^ and unsecured loans and preference shares 
at slightly higher rates. 

For expenses a small fee is chiirgcd ranging from ^ to 1% 
on the amount provided by the Corporation. The legal costs of 
both the Corporation and the applying company are borne by 
the latter when business results. If, by arrangement with the 
applicant, a professional fimj is employed to investigate the 
accounts, the fees are paid by the borrowing concern. In all other 
cases the Corporation’s own expenses are borne by it. 
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SlOfirs Ihromjh irliich an for rinannnl 

Aasisiitncc pastifs : 

All afipru-iHitiii- lor riiiaiiciai .!>'isiiiniT Iikiji iiidiuj,., 
cii!?i()nn'r> of flic riirjicralio!! i" /'•'■•> ilir(iiif:li thirr di.;:!,. 

stupes More tlw} arc liimli} or irjcctotl. 

Pnijiosals may In* siil.niiiil'.'i !!in>ii::li ilic ;ii>i)lic!UO's h;mhrr. 
tliruiifili iurcdiinliiiils or or tliu’ct lo the (oiixn.iiii.i: 

Jjucndinfi horrn»vrs t,rr ^riuntlh iv.jiicsicd to snluiJif tlu-i, 
profutmiln in nritin,':. I'Arix (•r.)f;;i.''al dionlil ;viit,iin a c/o.ii 
sliiU'iiinni of ilu‘ tiitioiini ri <niiii il and tlif |>in7)OM“> loi whidi 
it mpiiivd. Iiilonii.ilioii /las alsi. lo In' A.>i\cii n-oardiiio f,|)o 
cxisliiio cvi/jila/isatioji ol tlir /uisiiioxs. iis /iiiaiioial ivcordN and 
prosjHJcfs. TIk* a)»|»lifaij| siiould send al^^o cojiios nl (ifilaiitr- 
shoots and prolil and Joss aooonnls. wlioiv possililo lor at ioasi 
two pro-war yrairs. In the oaso oJ' a now undortukinff the 
Corporation sliotdd he infornKMl ot the aniovmt of money tlio 
promotors thoinsolvos intend u» provitlc'. 

The staoo^- tlirough which an applioalion passes are as 

follows:— 

(1) Proliminary F-xamination—the “ Examiners " arc 
resjxmsible for siltino the “ |K)ssil)lo ” fnun the “ impossildo 
and for w'orkijij* on tlie tbrnier niitil ihoro is a prinut facie 

case for a loan or investnionl. 


(2) rro])os('(l arraiifiouiont (li'rms and oondilions)-- 
‘‘ Oontrollors.” Itoth ilic Kxaininors and (.'unirollors obtain 
help and ‘>iiidanoo from iho various departnionts of the (.'orpora- 
tion, sucli as the toohnioal investi}j;ilion. acoountino and market 
research dejiartinonts aooordiu” to Ha; circnnistancos of the 
individual case. 


(S') Finally, the Dirootors for approval or otlna'wise. 

Investigations are carried on hy visiting the wrirks of the 
a])plyin^f company and survey is also made' of the haekffronnd 
conditions of the industry. AVlu-n the terms of assistance havt' 
been linally nefixttiali'd, the neeessarv affremnont is drawn n]» by 
the le}>al department. 'Phe various departments of tlu' Corjiora- 
tion enffacj'd in the actual serntiny of th(> ]iro])osal in its 
dilTeivnt aspi^cls are,: 

(a) Examination Department; (h) Accounts Diipartnient; 
(cl Liaison Department (i.c., lechiiieal inveHlijtationl; (d) Eeo- 
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Jioiiiif Ii)U'llij;'cit(‘c' I 'cpiirljiuMil l/.c., iii;irkcl rrsi'Jirclii ; ;iii(l liiiiilly 
(c) Legal Department.' 

The staiT whieli slootl at forty in JIHO is heing built up 
and at the present mumejit eoiisisls of — 

l*eopl{; h:i\i)ig investnieiil and riuancial eS]X!rumce of 
various kinds; (iJ' InvcrsUgaiiiif^ cost ai-connlanls; (3) Engineers 
and otin'r K'elmieally nualilied pi rs»)n.«-, r.i/., Ituilding exjKsrts; (1) 
Economists; (Uj Lawyers. 

I»y the eml of the lirst. accounting |.eriod Cithh .Inly, Itllo 
io .‘fOlli Sejttcniher, I'.fKii the (-orporation had cailed up I'Ll 
million of its .i‘l5 jnillioii capital and also heguii io call ujj the 
loan facilitic's which the sliandioldiM' hanks had undertaken to 
provide. During the tiisi two accoiml.ing perittds total adtanc.es 
made hy the Corporation aiiiounied to t'o.DT i.lKiii and 
110,500,07,0 respectively. 

ihisiiirxs OiH-niliotix : 

Quite a large* variety of industries liavc heen financed 
by the Corporation. Moehanieal engineering iticluding agri¬ 
cultural machinerv, n\achine prime tnovors, printing and pa^ttr- 
niiiking nnichinei'v. textile machinery, cooking, heating and venti¬ 
lating niaeliinerv. etc., lias ahsorlied In hir the largest single 
projiorlion (1.7.t)%) of lh(' total advances. Other industries assisted 
are agricnltnre. irott and steel. e.emeni, lime, hricks, chemicals, 
electrical engineering, ship-lutildiitg, (•utlorv, htind tools, watches, 
textiles, leather, elothing, food, drink, sidenlilie ijislruments, I'ti-. 
Trans]xirt, distrihiitioii, hotel and catering, laundering, dyeing 
and other services jikso liguie ;is irajiortant items in a long list." 

The halaiice-sheels r(*\eal that the Jissistance frirnislied liv 
tlie C'orporiitioii huik the forin of dehenltires and secured loans, 
unsecured loitiis, red<'emalih* prefereuee shares, mm-redeematde 
ytrelcrenec shares, partii'ipating prefereia'e shares and ordinary 
shares." 'Phe particular siliiation i>f the customers was taken 
into account and facilities which would just suit their ciises were 
devised. The rerpiiivtueuts of a large uurnber of the eustoniers 
were what could he properly ti*rnied ‘ capital.’ The Corpora- 

' Sitiiri'i* : I.cHit io llic wi'ilor from llht (iiMicni] I. T. 7^. p.., Jijiiii 

4lli Aii'TiHf, ill reply Io hi^ f|iienp^, 

* tteport of llio Oirectors mi«l Stiileineni of .Ateoiinis for Iho yesir eiiileil 171 si 
Mil roll, IfloS. 

a nnlsmce-KlieelH of llir 1. V. C. I.IJ., MUlL S. pli inlKT. I'JIfi in Jilst Miircli. iaO‘2. 
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tion was also frequently asked to provide resources for new 
developments or liew euteriirises involving considerable risks; 
or to provide i-esources whicli constituted a substantial part of 
the total funds. In such castis tlio CorfM)ration preferred to 
stipulate for some part of tlie e(|uiiy, cither in oi'dinary shares 
or by way of participation attacliing to tlic ])refcrence shares. 

The foilowing table shows the invested funds of the 
Coi*]>oration as analysed by types of facilities ‘ :— 


At 

% 

.\i 

% 

At 31-3-51 
% 

Seijumj L(.Kills 

ari.D 

;jr«.8 

35.2 

UiiscicurcMl liOiins 

27.2 

27.0 

21.8 

JVcfercjuce SJiarcs 

2LH 

20.8 

2'.L3 

rartici])aiing Pref. Shares ... 

i\.:\ 

4.7 

3.9 

Ordinary Shares 

B.B 

8.1 

8.8 

At 31-3-5!l 

Socurod Loans 



38.3 

Unsecured Loans 



22.3 

Redeeinalilo Prcfereiiee Shares 



19.2 

Non-redeemable, Prefevenee Sin 

ires 

P • » i 

11.5 

Ordinary Shares 

... 

... 

7.8 


The analysis of the new business by size for the latest 
available year lb5*J is given below ‘ :— 


AllHlllIlt 


Xo. oi 

'.’o of 


'-■Cl <>l‘ 




Totnl 

Aiiioiiut 

Tot.ll 

M 5,000—£ 

lO.tKJO 

... IJ 

9.9 

70.0 

1.1 

■t 10,001—t 

20,0(X) 

... Ju 

13.5 

250.0 

3.7 

£ 20,001—t 

.50,(KK> 

... 4r^ 

4U.0 

1.895.7 

27.5 

£ 60,001—£ 

KKMXJO 

... 24 

21.0 

2.112.5 

30.6 

Aj 100,00] and upwards 

... 10 

14.4 

2,569.7 

87.1 



111 

KKl.U 

0,903.5 

100.0 


The pro}x>rtion of the nuiuber of cases uj) to i;50,000 amount¬ 
ed to 64.0% of the whole. The proportion of transactions above 
^100,000 rose to 14.4% from only 7% of the whole in 1946. It 
does not, however, reflect any change in the |X)licy of the Corpora¬ 
tion. The Chainnan has iissunxl us that the CorjKwation’s special 
concern is for applications for small amounts from ■€5,000 upwards. 

’ Anniiti) J{c|ioi'(u (if tlip DircHors :ini1 8lateinen1fi of Arrotiiit<(. V.)4fM952. 

- Btiport of tbe Directors and Siatemeot of AccoimiH Tor the ye«r ended Slst 
March, 1962. 
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The Coi’iwration’H eiisloniers arc principally private com¬ 
panies of small and medium size, engaged for the must part in 
industry. Bero again the Oorixmitioii deals essentially with the 
developing sector of industry—with eompaiiies which are ex¬ 
panding, which are developing new processes and tt'ohniques; or 
which have been reconstructed or rc'organised, and to a certain 
extent with new concerns. 

In its lending policy the Corporation has been guided by 
the directions given to the Capital Issues ('ommittee by the 
Chancellor of the hlxchequci- from time to time and the ]»riorites 
laid down by the (Ittvernmcint departments. Its rates have been 
modcI1e.d on those prevailing in the (‘.apital market with a pre¬ 
ference for the low' rather than for the high side of the market.' 

A danger to which the Corporation may find itself exposed 
has l)cen strcsstvl by the Economia!. It may become the pro¬ 
verbial “ dustbin ” into wdiicb all the undesirable business will 
be dumped.® Ihit the fears are unfoiind(!d, as Lord Picrcy has 
assured us that it is no part of the Corporation’s policy to carry 
financial lame ducks hut help ducks that can sw'im. 

The r-or|>oration lias fmdher been accused of adopting an 
unduly conservative jiolicy. “ It has outbanked the bankers,” 
so runs the slogan. But the insinuation is nnjust not only to 
tlie Corporation but to the hankers as well. The fact is that it 
has l>cen the Coryioration’s endeavour to combine with prudenee 
a maximum of usefulness according to its lights, tlic object being 
to increase the accessibility of permanc'nt or quasi-permanent 
capital to eligible borrowers. 

The Corporation is intended lo supplement, and not 
supplant, the activities of the banks and of other institutions. 
There can be no question of competition Ix'tween the Corpora¬ 
tion and the banks. The relationsbi]) is rather one of co-opera¬ 
tion. This eo-operation will be in the interests of the customers 
as W'oll as of the Corjioration and of the hanks themselves. The 
Corporation's business lias made good ])rogress. The demand 
for its facilities has continued to Ik* high and the quality of the 
applications lias growm more attractive. Advances and invest¬ 
ments of the Corporation rose to ^23.6 millions in 1952 from 
.i*20.2 millions in 1951 and £15.0 millions in 19.50. The profit 


1 Statemeutn by the Cbainnan, 1. C. P. 0. Titd., at the Pixth and Seventh 
Annual General Meetings. 

> The EconomisUtf 20th January, 1045, p. 83. 
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for the year ending on Sls’t Marcli, lOSiZ, alter paying interest on 
loan capital and after making provisions for doubtful debts was 
liigher than in the previous year. 

The Finance Vtyryuraliun for Industry Ltd. 

The second and larger JJrilish institution is the outcome 
of “ a more ambitious and potentially more significant idea.” 
3’he puipose of the Finance CoriioraHon for Industry Lid., in 
the words of Sir John y\nders«m. is the provision of temporar}’’ or 
longer-period linance for industrial husincsses of the countiT 
with a view to their quick rchabililation and dcvelopmont in tlie 
national interest, thereby assisting iji the niaintenance and 
increase of employment.”' As the l.C'.F.t'. is wmeemed wdth 
small and medium-sized industries, the F. C. I’s main interest 
is in large-scale industries. The types of business envisaged 
are those which show prospects of financial success but cannot 
be immediately financed through normal channels (e.g. the 
banks) or by capital issue.^ 

It resembles the B, I. 1). in the sense that it will take no 
initiative in the reorganisation of industrj'. Its primary objec¬ 
tive is to provide finance. But it is really a much more ambi¬ 
tious version of the B. 1. ,1). in that the ciufdiasis has been shifted 
from salvage to development. “ It will seek out its own 
spheres of activity and not wait till the corp.sf'S were brought 
in.” It is also to be distinguished in one important respect 
from the Credit for Industry, Ltd. (1934), as it has not been 
debarred, in the process of financing, from participating in the 
equity of the business it assists. Assistance is furnished not 
only in the form of liencd fixed interest loans V)ut also by way of 
subscription to the initial share capital. 

Any impression that the Coiporation will be competitive 
with existing sources for the provision of capital will be wholly 
erroneous. As in the ease of the 1. (’. F. (’., it is merely intended 
to supplement, and not replace, the existing channels through 
which industrial finance is procured. 

The F. C. T. is wholly owned by consortiums of insurance 
companies, trust companies and the Bank of England in the pro- 


1 Sir John AnderHon's spoeoh in tbe Honae of Commons, dated 2Srd January, 1046. 
* Source: Letter from the Finance Toryioration for Industry Iifd., to Ihc writer, 
dated 27th February, 1048. 
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pui-tioiiB of 40, 30 and 30% re8|)ectively. The authorised capital 
aniQuntK to 4525 million divided into 2,5(H),0tK) shares oi i5J.0 each, 
tlie issued and called-up capital being only 2% of 45600,000 each. 
The object ol retaining a large reserve of uncalled capital is two¬ 
fold : first, to enable the Corporation to work at fine rates, and 
secondly, to afford a vei'y good covci' foj' the borrowings from the 
banks by which the business of the Coiporation will be chiefly 
financed. The bulk of its resources are provided by the exercise 
of its borrowing powers amounting to four times the amount of 
capital, i.e., 45100 million. This Avill be chiefly provided by 
dejKisits from cleaving ami Scottish hanks. It will not itself 
accept any dc|)Osits from the public. 

■ The Corporation will conduct its business on the broad¬ 
est possible basis consistent with proper commercial ])rudence. 
Subjc<;t to that, its charges for accommodation for its clients 
would be on the most reasonable scale to cover cxj)ense8, to 
accumulate an adequate reserve and to provide, for a reasonable 
rate of dividend on the paid-iq) capital. The Chairman of the 
Cor^ioration at the Second Annual (Jeneral Metding stressed the 
fact that the Corjwration was not a ])hilunthropi(‘ institution 
with an obligation to finance projects without any reference to 
the ultimate financial residt. With such enormous resources at 
its disj) 08 al, any attempt to make it function on j)hilanthro]nc 
lines would constitute a grave threat to British Industry rather 
than being a source of advantage.' But it is not suggested for 
a moment that tlie Coriwration has been formed to earn extra¬ 
vagant profits. It is essential that adequate reserves be built 
up. The shareholders aic also entitled to expeet a reasonable 
rate of return in due course upon the capital at risk. 

The ff. C. I. made a disappointingly slow start. Though 
partly due to the difficulties of initial organisation at an 
experimental stage, it was mainly attriluitable to tlu? slow pro¬ 
gress of reconversion in a large variety of industries and the ropur- 
cussions of the (lovornment’s nationalisation j)rogrannno.® 
The spectre of uncertainty must have held back from it a great 
deal of j)rospective business. The basic industries were expected 
to be the best customers of the Corporation. But the process of 
nationalisation deprived it of a considerable volume of its 


1 Noto of Chairman's speech at the Second Annnal Meeting held on IHih 
August p 1947. 

* The Econoniiitt, 15th July, 1946, p. 978, 

60-1789 B. 
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activities; and the business came almost wholly from other 
sources, the Steel industry being alone of the basic industries to 
have so far made use ol the Coi’poration’s facilities.' 

The slow start cannot, liowever, be icgarded as any real 
guide to the Corporation’s future. During more recent account¬ 
ing periods the business of the Corporation has steadily increased. 
The investments of the Corporation, representing the cost of loans 
and participations less amounts written off have steadily risen from 
d610.9 millions in 1049 to £32.7 millions in 1950, and £54.5 
millions in 1951. In 1952 there was a slight decline, the amount 
being £52.8 millions.* 

The object of the Finance. Corj)oration for Industry has been 
to assist in the creation of new enteqwises and the expansion and 
modernisation of existing ones which Avill contribute to the 
advancement of the national e{*ot>omy by providing finance when 
it cannot be obtained through the ordinary channels. In carry¬ 
ing out this task, the Board of Directors has interpreted its Charter 
in the widest manner and has not even hesitated to jmjvide finance 
required for a pinject whose activities arc not conducted wdthin 
the I’nited Kingdom.* The Corporation considers that it will 
ijievitably have to take risks but that it is under obligation to 
ensure that any project it undertakes to finance has a sound basis 
and that there is a reasonable prospect of the moneys advanced 
being repaid.^ 

Methods of Finance : 

The Institute proceeds empirically in regard to the form in 
w'hicli its assistance is given. As in the case of the T. C. F. C., 
the peculiar needs of every customer have determined the form 
in which the accoraraodation is provided. Negotiations are 
conducted by correspondence and interview' between executive 
officials of the Corjwration and representatives of the Company 
concerned. The ultimate decusion, except in those cases which 
clearly fall outside the purview of the Corporation, rests with the 
Board of Directors.® An important consideration for the Board 


t Ibid- A )80 the Eastern Economist, 96t.h July, 194C, pp. 161-59. 
a Balancc SheetB, F. C. I. Ud., 1949-1962. 

a Note of Chairman's statement at the Fifth Annual General Meeting, 1960. 

* Ibid* Fourth Annual General Meeting, 1949. 

A Lictier to the writer from the authorities of the Finance Corporation for 
Initustry Ltd., dated 11 ih AugUHt, 1948. 
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is whetlier the project wliicli is seehinjf assistance would, by 
modernisation, expansion or development of a new industry, 
contribute towards the objective for which the Corporation was 
lormcd. If the Board is satisfied on this })oint and there are 
reasons to believe tliat there arc prospects of financial success, the 
money is provided on terms as little burdensome as i)ossible 
during the developmental period. ‘The policy of the P. G. T. has 
been to pi’ovide loans at the lowest possible rates of interest during 
the period while the facstory, plant and otlier requirements are 
being (irceted and installed and tlie enterprise is being brought to 
the productive stage. But while making these advances, the 
practice in the majority of cases has been to take conversion 
options in the equity of the ventures. These rights of conversion 
into equities or preforcijice shares ensure foi‘ tlie Coriwration in 
the event of the i)rojects proving succes.sful, a reasonable reward 
for the risks undertaken. Thus valuable conversion rights in 
the equity of the companies were attached to the advances made 
to Iron and Steel Companies, these conversion rights in the 
equity of the companies being £10 millions in the case of the 
Steel C/ompany of Wales alone. Hirnilarly, a substantial profit 
should acenie to the Corjxiration tlirough its holding in the equity 
of P. Perkins, Ltd.‘ 

There have been two classes of transactions. In one the 
Corporation has acted alone; in the other it has been associated 
with one or more Issuing Houses of the city. This is reminiscent 
of the practice of the (lerman banks to work in syndicates and 
will help to distribute the risks of investment fairly undcly. The 
financing of the Steel Company of Wales, Ltd., furnishes the most 
outstanding example of this co-ojx'ration. After the end of the 
War, when the task of modernising the Tinplate Tndnstiy of 
Britain was undertaken, it was found to be a colossal job. It 
involved the provision of now capital to the extent of £60 million. 
It was not simply the magnitude of the task but there w'as the 
question of the period that must elapse before the permanent 
capitalisation of the Company would be established. It w'as 
accomplished by a remarkable co-operation bctw'een the F. C. I. 
and the largest group of Issuing Houses to be ever brought 
together and indirectly by the banks.* 

< Note of the ChairmaD's f*t.atotni*nt at the ThiH aiul Sixth Annua! General 
Meetings of the Finance Corporation for Industry Ltd., held July, 104R, and July, 1951. 

* Speech of the Chairman at the Second Annual General Meeting of the F. C. I., 
August, 1047. 
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The staff of the Corporation, in marked contrast to that of 
iLe I. 0. F. C., is relatively small and outside consultants arc 
employed when necessary for the investigation of any detailed 

and technical asiwts of a case.* 

It is perhaps too early to express a |K)sitive opinion as to 
whether the Corjx>ration is destined to become a part of the 
permanent mechanism of thejCity of London. According to its 
Chairman, Viscount Bruce, its activities to date have justified 
the view that it was necessary to provide a mechanism for 
mobilising the credit resources of the city in order to finance 
schemes of post-war modernisation and re-equipment which 
could not be handled appropriately through the normal financial 
chiumels. The financing of the Steel Company of Wales referred 
to above together with many smaller proj)osals which the 
Curporatioii has handled apjwars to indicate that it has a 
significant role to iday.* The recent working of the Coi'poi'ation 
coiifuTUs the view that it is destined to provide an essential 
(dement in the general financial structure of the country’s 
economy. 

Indeed it can look toruard to {daying quite a useful part in 
the rehabilitation luid maintenance of British industries. In¬ 
dustrial developments have Iwen taking place throughout the 
world. As a result of these developments, the markets for the 
simpler forms of manufactures which Britain lias supplied in the 
past are likely to he considerably roduecd. To replace these 
markets, British industry will have to keep ahead of its rivals in 
sjx'cialisation, modernisation, utilisation of science and the 
ajiplication of modern technique. All this will call for an 
adequate and continuous flow of new capital. It is in the provi¬ 
sion of tliis capital that the F. C. I. can play a valuable part." 

The Industrial Dcrclopment Bank of Ganadu : 

The Industrial Development Bank of Canada, established 
under the authority of the. Industrial Development Bank Act 
a})proved on August 3 5, 1044, commenced operations on 


1 Jjeiier to the writer from the F. 0. T. Ltd., dated 11th August, 1948. 

* Speech of the Chairman, the Rt. Hon. Viscount Bruce of Melbourne at the 
Second Annual General Meeting. 

* Ibid, Cp., also the Chairman’s speech at the Third Annual General Meeting 
held on 22nd July, 1948. 
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>iovember 1,1944. The Bank of Canada subscribed for the autho¬ 
rized capital of £:i5,()()U,000 of wbicli at first UK),000,000 was 
paid up. In 1947 the paid-up capital of tJie Bank was brought 
up to its full authorized amount of .£25,000,000.’ The Bank 
lias also been einiiowcred under the Act to issue debentures up to 
three times its paid-up ca])ital plus reserve. Under Sec. 25(a) 
of the Act, capital funds not currently rcquired for business 
purposes have t)cen invested in securities of the (Toveminent of 
Canada. 

When an enterprist^ needs ca])ital but not large enougli to 
warrant a public issue of securities or when an otherwise accept¬ 
able project requires a loan of longer term than a chartered bank 
may be prepan;d to grant, the Industrial Deielopment Bank will 
bo prepared to extend its facilities to the entejprise, provided it 
is demonstrably sound and can be expected to pay back borrow¬ 
ings from earnings over a. reasonable period. Its pui^iose is to 
extend financial assistance to sound industrial concerns which 
arc unable to obtain their rwiinrements from other sources on 
reasonable terms and conditions. It is intended to supplement 
rather than to comjKde with the activities of the chartered banks 
and other lending organisations, and to operate chiefly in the 
medium and long-term field.* The entci*prises eligible under the 
Act for assistance are Ihosi^ which are engaged in the business 
of the manufacturing, processing or refrigeration of any g(X)ds, 
or the building of the ships, or of the generating or distributing 
of electricity. Like the British F. C. 1. credit is provided only 
in cases where a reasonable amount of money has been invested 
by persons other than the Bank in the business concerned.® 

In considering applications for financial assistance, attention 
is paid not only to the existing value of buildings, machinery 
and equipment on which security may lx; taken but also to the 
ability to repay a loan fjxjm ])rospective earnings or other sources. 
The Bank is legally empowered to take any kind or form of 
security including liens on goods, wares and merchandise. 
Mortgages on land and buildings may be taken. Chattel mort¬ 
gage on machinery and equipment may also be accepted where 


^ Annual Reports of tho T. T>. B. to the Minister of Finance for tbe fiscal years 
1U46, 1046 and 1947. 

* 7. D. B; What It is and How It operates—a pamphlet published by the 
Bank and kindly forwarded to tho present writer by its authorities. 

^ 7. D. B., What It is and Hovo It oparaties, Op, eit. 
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it may be legally taken. Financial assistance provided by the 
Bank is usually on a medium or long-term basis. The length 
of term depends on the Bank's estimates of prospects in the 
indnstiy as a whole and on its judgment of the .applying firm’s 
situation as a borrower.* The <‘rcdits authorised by the Bank 
during the first year of its opcjalion w(‘n^ for an average term of 
five years. It does not ordinarily lend money for what are 
commonly known as working capital purposeis. By virtue of its 
Act, it cannot lend to primary pn)duccrs nor like the British 
I. C. F. (5. to trades or services. 

Methods of Finance: 

The methods used by the Industrial Development Bank 
in extending financial aid vary in accoi'dance with the circum¬ 
stances. In the great majority of cases, the Bank makes direct 
loans but it has jwwers to share in, or guarantee, loans made by 
chartered banks. The B;mk may also underwrite or purchase 
securities issued hy the liorrower, lilvcry effort is made to 
arrange financing suitable to the needs and interest of the 
Iwrrower. 

There is one very attractive feature in the Bank’s method of 
disbursement. A business man may arrange in advance with the 
Bank for the financing of his project, lie decides tt> erect a plant 
to be completed in a few months’ time and the Bank will advance 
funds only to meet actual expenditure as work on the plant 
progrpsscs. The borrower thus pays interest only on the ]X)rtion 
of the credit which is actually outstanding and is thus able to 
make large savings. The rate of interest is 5% per annum. The 
terms of repayment are tailored to suit the individual needs of 
each business. Thus payments of principal have been arranged 
on a monthly, quarterly, semi-annual or annual basis. As an 
alternative, equal payments of both interest and principal are 
permissible. But the Bank’s policy has generally been to 
encourage lx>rrowerB to repay their loans as quickly as possible in 
order that their finances may l)e placed upon a sound basis to 
meet ^xissibly less favourable operating conditions.‘ 


1 Sonree: Art. by Mr. J. A. Macdonald of the Industrial Besearch Division of 
the Jiank in the Dalhouaie Quarterly Review. 

* Article by J. A. Macdonald in the Dalhouaic Quarterly Review. MS. copy 
kindly forwarded to the present writer^ 
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Procedure for Dealing with Applicafious for Finance : 

The Bank’s procedure in dealing with applications for 
assistance is as follows:—An application may be made in person 
or in writing to any of its offices located in various parts of the 
country, at Montreal, Vancouver, Winnipeg and Toronto. 

The business of the Bank is a highly siiecialized undertaking. 
It has on its staff men who bad previously occupied senior positions 
with commercial banks or trust companies. Besides experienced 
bankers, the Bank has on its staff experienced industrial 
engineers, lawyers, chartered accountants, insurance experts 
and qualified economists. WHien an apfdicalinn is received, these 
offie^ers arc entrusted with tlic task of examining it. If the 
preliminary data are satisfactory, a visit is made to the applicant’s 
place of business when! the investigation is carried on. The 
form of security to be held by the Bank and the terms of re¬ 
payment of loans vvhicli are. arranged to suit individual cases arc 
then decided upon. Periodic visits to the customers’ plant are 
regularly made so that personal cxmtact, as through the Liaison 
Department of the British 1. C. F. C., may be maintained and 
any problem that may have arisen in the c()»\rs(r of the ojHwations 
may be usefully discussed. Thus through this continuous contact, 
the I. D. B. has been able to assist a number of its customers in 
financial, engineering, accounting and insurance matters.* 

During the first three years of the Bank’s operations 
(1945-47), it received 485, 377 and 387 applications respectively, 
of which 97,169 and 177 were authorised. 

The Bank has lent its sissistance to various categories of 
industrial enterprises. The following lists represent a gor)d cross 
section of the varied types of industrial activity in Canada. 

Loans, Investments and Oiiarantces classified by Industrial 
Enterprises, September 30, 1940 and 1947 *:— 




Authorised 

Outstanding 



Amount 

% 

Amount % 



1046 

1047 

1046 

1047 

1 . 

Ji'ood and Beverages 

... 14.1 

12.1 

16.0 

11.7 

a. 

Primary Textiles 

... 7.6 

3.4 

7.5 

3.6 

8 . 

Finished Textile Products 

... 3.6 

5.6 

5.0 

6.9 

4. 

Pulp and Paper Products 

... 3.1 

17.6 

1.9 

16.8 


1 Annual Report of thn Indnatrial Development Bank. Canada, 80th September, 

1«46. 

> Annual Reports of tlu* T. D. B. to the Miiiipter of 'Pinnnre for the fisral yearp 
1045-47. 



398 


INDUSTBIATj finance in INDIA 


Authorised Outstanding 

Ainoiinf % Amount % 




1916 

.1947 

1940 

1947 

6. 

Vriwary Lumber Products ... 

0,4 

4.1 

4.3 

4..3 

6. 

Furniture and Woodonware ... 

6.7 

7.3 

6.0 

9.2 

7. 

Agricultural and IndiiRtrial Macliiiiory ... 

9.7 

6.6 

7.0 

8.6 

8. 

Automotive Rqiiipmont 

8.7 

2.1 

3.9 

2.7 

9. 

MiB(;ollaneoii8 Metal ProdiicU 

14.1 

7.2 

13.7 

9.4 

10. 

Builders Supplies 

7.9 

4.0 

12.2 

5.4 

IJ. 

(Waniics, Oluse and Plastic Products ... 

2.8 

1.0 

3.2 

.4 

12. 

Chemical rroducis 

2.3 

14.9 

3.5 

4.5 

18. 

Refrigeration 

0.8 

0.5 

7.4 

7.1 

14. 

Others 

9.5 

7.8 

0.8 

10.0 


The number ant^ amount of authorizetl credits classified 
by size:— 




Net 

Niiinher 

>ket Amount Authorised 



1946 

1947 

liM6 

1947 

$ 

5,000 and under 

... 

33 

$ (ll,HI7 

$ 103,9.S0 

$ 

6,001 to 6 25,000 

... 81 

140 


$ 1.869,740 

$ 

25,001 to $ 5().(HK) 

... 39 

.;8 


$ 2,052,5.39 

$ 

00.001 to » 100.000 

... 30 

.53 

i: 2,Ul9.fe9 

$ 3.883,744 

$ 100.001 to $ 2(MJ,00U 

... 21 

25 

S ;).QUs.w> 

$ 3,521,575 


Over $ 20(),(K)0 

5 

13 

$ ],'tMl.()00 

1 8,320.500 


’J'OTAL 

... 205 

322 

« n.S90,«73 

$19,758,037 


It will bo soon that tlio largest number of antboriml credits 
has been in the $5,001—$25,000 categor 5 \ 

As in the case of the British institutions, the. Canadian 
I. D. B. has OjHjrated under conditions of general shortages of 
labour, equipment and materials. Most industrial enterprises 
under these circumstances could not cany out their reconversion 
or post-war expansion programmes. Even under sucli conditions 
the Bank has served a useful purpose and gathered valuable 
experience which will stand it in good stead wdien it is called 
upon to function on a larger scale. The volume of business has 
been steadily increasing in more recent years. From the 
character and diverse nature of the applications received by the 
Bank, Mr. Towers, its President, believes that there is not only 
a need for such an institution in Canada but that it is also likely 
to operate on a self-supporting basis.' In the enming years 
there will be many special problems of industrial finance of thc 
kind that the Bank has been designed to tackle and the evidence 
indicates that it will continue to provide a useful service.* 


» Annual .Report of lh« I. D. B. for the fiscal year 1946, p. 11. 
^ fbid.t p. 10. 
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Industrial Finance Department of the Commonwealth 
Bank of A ustralia : 

Like the Macmillan Committee in England, the Royal 
Commission on Australian Monetaiy and Banking Systems 
stressed the difficulties of small indvislrial concerns in obtaining 
their requirements of long-term capital. The Commission had 
particularly in mind tli«> cases of lM)iTo\vers of limited means in 
secondary industries which were capable of expansion and 
deserving of encouragenK'nt in tbc' public interest. Bank advances 
arc not easily available for any ])urpose of Ibis kind and are also 
unsuitable in most eases, 'rhe expanKif)ri of such industries by 
ploughing back i)rofits into the business is out of the question for 
in the initial stag<*s such profits are not likely to be sufficient for 
the pur])ose. The requirements of Ibe borrowers are not large 
enough to justify a public issue of shares and in most cases a 
public issue, if made, would be unsuccessful. In the circum¬ 
stances the (’ominission recognised the need of establishing a 
suitable inachitiery which w<Hild iwovide fixi'd and long-term loan 
facilities ranging from a jx'riod of three to t('n years at ap])ropriato 
rates of interest.^ Such facilities, the Commission believed, 
could be furnished by a new Institution specially established for 
the purpos(' or by the adafitation of an already existing institution. 
Such an institution should liaA’e at its command the services of 
technical advisers, first, to examine the jirospects of the. business 
seeking financial assistance and sc<'ond1y, to advise the proprietors, 
if the aid was furnished, on such matters as factory lay-out, 
methwls of mamifaeturin,g, costing and marketing. As the 
industries cTivisaged by tin* (’ommissinn were those which would 
be aided as a matter of national or local ]w>licy, the (tominomvealth 
or the State riovernment' was consid(*red by them to be the 
appropriate body to set up the necessary machinery. Aecordingly 
the Commission recommended that with the assi.stance of the 
Commonwealth Bank, the fTOvernments should inve^stigate the 
problem of establishing such a machinery to cater ff)r the financial 
needs of the small concerns in secondary industries.® 

No new institution was, however, established. To give 
effect to this recommendation of the Commission, an Industrial 
Finance Department was created within the Commonwealth 

* Itpport of thf Royal CommiRsion on Monetai*y and Banking RystemH in 
Auetralia, 1937, p. 292. 

a Ibid., p. 626. 

61—1789 B« 
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Bank of Australia on 2nd January, 194(1 under the provisions 
(Part X) of the Cominonwealth Hank Act, .1045. The accounts 
and transactions of the fridiistrial .Finance Department have 
been kept separate and distinct fnun those of tlie other 
departments of the ComiiKuiwoaltli Bank. 

As a special machinery for providiiif^ long-term industrial 
finance, the Australian experiment is unique and offers a 
remarkable contrast to the institutions wo have studied before. 
While the Bank of England participated partially in the share 
capital of the I. C. F. C. and the F. C. T. and the Bank of 
Canada entirely owned the Industrial Development Bank, which 
M'as in fact its suhsidiary', the (’entral Bank of Australia opened 
a special De 7 )artment of its own lo f)erfonn the same functions. 
It is an interesting innovation in th(i d«)niain of industrial bank¬ 
ing and the progress of the cxperiinent will he carefully Avatched 
not only within Australia hut also outside it. There is no other 
Central Bank which has taken a more direct part in the provision 
of industrial finance. 

The Tndustr’ial Finance Department lias l)C(ui placed under a 
(ieneral Maiwiger who, under the Act, is np])ointed hv the 
(rovernor-doneral and will hold fiflice for a jM'riod not exceeding 
seven years hut Mill be eligihle for re-appointment.’ As the 
Department is an integral part of the Commoinvealth Bank, the 
Governor of the Bank muII he ultimately responsible for its opera¬ 
tions. Suhiect to this, management has been vested in the 
General Manager. The General Manager is envisaged as “ a man 
thoroughly equipped with a knowledge of industry and finance, 
capable of developing a specialised technique of industrial 
banking.’’* 

It has been laid doMui in the Act that the capital of the I. F, D. 
will be £4 million, transferred from the special reserve account 
V of the Note Issue Department and of the sum of another ^2 million 
transferred from the general resources of the Commonwealth 
Bank.* The I. F. D. was cstahlished with an initial capital of 
£2 million, half of which Mas transferred from the Note Issue 
Depart.mcnt and half from other funds of the Bank, 

The capital funds may lie supplemented hy advances from 
two sources. The Treasurer may make advances to the Bank for 

1 FJec. 93 n.>. The Comme nwealth Bank Act, 1943. 

* J. S. G. Wilaon in the Eastern Economist^ 29th NorembBr, 1946. 

* Bee. 97. The Commonwealth Bank Act, 1946. 
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the purposes of the 1. 1). of such iunonuts aud subieet to sucIj 

terms as may be agreed iipou between liimself and the Jiank. 
He may also Iwrrovv money, under the Commonwealth Inscribed 
Stock Act, 1011-43, for the piirjKise of relending tlie proceeds to 
the F. IJ. Tlic Commonwealth Bank iias to pay to the 
Treasury half-yearly, out of tlie funds of the 1. 1'. 1)., interest on 
siicii advances.' 

The I. F. D. may also obtain advances direct from the Bank 
of such amount and subject to such terms and conditions as may 
be detci'mincd l)y tiic Coveruor, hut the total amount of such 
advances not repaid simll not at any time exceed Hi million. The 
Commonwealth Savings Bank may also make advances to the 
Bank for use in the I. F. 1)., the amount and the terms to be 
determined by the (lovernor." 

Functions of the Industrial Finance Dcjuirlincnl : 

The fimclions of the Indiisirial Finanee Department were 
outlined in Sec. 95 of the Comaionu'calth Dank Act, 1945 us 
follows: 

(1) To provide finance for the cstahlishmcnt and develop¬ 
ment of “industrial*’ uiulertakings; and particularly small 
undertakings; 

(2) To assist in the estahlishment and development of 
“ industrial undertakings ’’; and 

(3) To provide advice on the operations of industrial 
undertakings with a view to promoting the cfheient organisation 
and conduct thereof.’ 

The Commonwealth Bank may further provide financial 
assistance through the Industrial Finance Department either by 
way of a loan or by direct investment in an iindertakiug (by 
purchasing, or otherwise acquiring shares and securities).^ 

Since the inception of the Hepartment, its principal function 
has been the provision of assistance for the development and 
expansion of industrial undci'takiugs, particularly where small 
undertakings ® are concerned, for wliieli fmaiicial accommodation 

1 Hoc. 08. Ibid, 

3 Sec. 00. The Commonwcallh Hank 101.5. 

3 Hoc. 96. 

4 Steo. 96. 

3 in announcing the cRiahliRhincnf. of the T. F. D. the Governor of the 
Commonwealth Bank had, however, sjKikcn of both large and Btnall Jndustria] 
undertakingB^ 
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ift not ordinarily available tlirouf»li bankin}? or other cbannels.^ 
The term “ industrial ” covers a larjic field anil the financing of 
any ty|X? of business is considered." 

Financial Methods : 

Financial amviVAnce Tprovitled by tbe Ib'pai-tinenl is made 
available in one or more of tbe following forms, as best suited 
to tbe needs of the particular ca.se: ( li overdraft, cii fixed loan 
(mortgage or debenture'), (;i) biri'-purcbase finance, (1) subscrip¬ 
tion of capital to a company, (i)') under-writing tbe issue of shares 
by a company or sharing in an undcrlaking. and (ti) by such 
other means as may be ap()ropriar.c to Ibe particular case. 

■ AccommcKlation is made available by means of an ordinary over¬ 
draft advance at tbe current rate of inti'rest on llie day to day 
balance of the account, the rate of interest being tbe Bank’s 
general overdraft rati^ of 41% )ier annum. A fixed loan, usually 
for the erection of buildings on fri'cbold property, is arranged 
whereby T’cgular fixed irpayrniMils are made covering both pnn- 
cipa! and interest tbrougbout the jieriod of the loan.' The usual 
method of financing the aeipiisition of industrial eipiipment such 
as machinery, Iraetors, buses, trucks, etc. is tbroiigli hire purchase 
agreements. As a general rnlo, the maximmn terms on whiih 
the I. F. T). considers providing sneb type of finance is 80%, of 
the net cash price of industrial plant (i.c., cost ]>ricc minus 
usual discounts) at a flat rale of 4% per ammra, repayable in 
twentyfour equal monthly instalments. 

As finance is necessary for both production and distribution, 
the Department often judieionsly combines overdraft and hire- 
purchase accommodation to finance successively the manufac¬ 
turer, the distributor, the retailer and the individual buyer. 
Thus finance from one single source lubricates every link in the 
long chain from the producer to the ultimate consumer and faci- 
litalcs smoothness of operations between the various interests.* 

It has been recognised that the activities of the Industrial 
Finance Department are of a specialised nature and the standards 
usually associated with bank loans will be inapplicable to loans 

1 Import of the Commonwealth Bank of Anslralia for the year ending 80th June, 

p. 11. 

s Source: Letter from Mr. Armstrong, General Manager, I. F. D., dated 5th 
July, 1048. 

< Source: Letter from Mr. Armstrong, General Manager, Commonwealth Bank 
of Australia, Industrial Finance Department, dated Sydney, 5th July, 1948. 

* Heport of the Commonwealth Bank of Australia, 80th Jnne, 1010. 
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furnished by it. lna\)ihty to provide f»d\ security based on 
normal banking standards will not nocossarily exclude an under¬ 
taking from the purview of the Ucpartineiit. If the ihjpartnient 
is satisfied that with some measure of assistance the undertaking 
has every prospect of success, it will not hesitate to extend its 
aid. The ihipartment no rigid fonnula and handles eatiU 
proposal on its merits. lVo£)osals which are economically 
desirable and commorcially jiistiliable are entertained. Ihit as a 
general rule, as in the case of the llritish and Canadian 
Institutions, the T)ci)ai-tiucnt insists uj)on the proi)rictors having 
a ix^asonable e(|uity in the undertaking. Subject to this condition 
and provided the proprietors’ cliaraeti'r, c.aj)acit\' and prospects 
prove to be satisfactory, every ]>ossibility is explored to sha^xi 
the proposals in such a form tliat financial assistance can be 
rendered.' The Department has on its staff not only persons 
“ adequately experienced in the financing, organisation and 
conduct of iiulustrial undertakings ” Imt also production 
engineers, and qualiliod cost acconnlants whose ex 2 )ei-t advice is 
made availalilc free of cost to borrowers.“ The Department also 
consults from time to time industrial experts, ])articni:!rly with 
regard to industries requiring specialised knowledge, and in 
res|xxa of teclmical matter?, lias already utilised to a great extent 
the services of the Secondary industries Commission in the Post- 
War Reconstruction Department. 

Business Operations: 

The flow of ajiplications for linaneial assistance lias continued 
to increase and in the opinion ol the authorities, the establish¬ 
ment of the Department has been amply instifiod by events.* 
Since the inception of the Dcpaj’tuient down to 31st TlTarch, 1948, 
it has approved J318’2 ai>pUcations covering advances totalling 
;f;10,922,482 and borrowers liave availed of ^7,059,041. The 
whole of the initial capital granted to tlic Dejiartmcnt has been 
made available and the burrowing provisions luive also been 
utilised to provide this finance to industry.* 

1 J. S. (f. Wilson. Uiiivorsily of Cauborm, The Kastcni EcomwisL ii'.U-li 
Novomber, 1946. 

3 Loiter from Mr. Armstrong, General Manager, Industrial Finance Department, 
dated r>th July, 1948. 

3 Report and Balance Sheets, Commonwealth Bank of Australia and Common- 
wealth Savings Bank of Australia ns at 80th June, 1946, pp. 11-12 and 30th June, 1947. 
p. 13. 

3 Letter from Mr. Armstrong, General Manager of the Industrial Finance 
Department, op. oit. 
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Towanls tlit! end of llie Second World War, oucc again, 
attention caiuc to lx? fo<?uss<'d on tlie problctn of industrial 
finance in India. Tlio proVdoin indeed assumed not only a 
peculiar im)x)rtan(« but also an altogether new aspect. lie- 
convcrsion of industry from a war-tinio to a- peace-time basis, 
re-equipment of industries by clTecting replacements and arrears 
in plant repairs, luodcrnisatiun, extension and reorganisation of 
whole industries, planned development of industries to assist in 
the attainment of a high level of stable employment—all these 
factors tended to bring to the foi’eground the question of 
establishing a siKX-ial Tnstituliou for the adequate jirovision of 
financial facilities. After the inauguration of the Independent 
Dominion of India, the <im'.stion came to acquire a new signi¬ 
ficance and urgency. In their statement on Industrial Policy 
issued by the Cbivcriimcut of India on Afiril "21, 1945 with 

reference to their jdans for the future industrial develojanent of 
the country, it had been revealed tJiat the question of promoting 
an Industrial Inve.stment Corporation or some such institution 
was under careful examination. The decision was subsequently 
reached in the General Purposes Committee appointed by the 
Planning and Development Department that the subject should 
be examined by the Finance Ministry in consultation wdth the 
Reserve Bank of India. In implementing the decision the 
Reserve Bank of India framed a Bill for establishing an Indus¬ 
trial Finance Corporation to provide medium and long-term 
credit to industrial undertakings in India where recourse to com¬ 
mercial banks and ca])ital issue cliamiels was considered inappro¬ 
priate. As we have seen before, similar consideration for 
financing post-war industrial reconstruction bad already impelled 
a numlier of countries to establish such special financial 
machineries. Tlic post-war developments in the field of indus¬ 
trial finance made a profound appeal to the framers of the legis¬ 
lation and the Indian Institution was sought to be modelled on 
similar lines. It will be interesting to examine the structure, 
organisation and functions of the Indian Institution in 
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the context of these other post-war experiments in industrial 
banking. The review of tlie activities of the foreign institutions 
that has be.en made licfore will also hel]) ns to draw lessons, if 
any, in respect of policies and financial methods to be adopted 
by our Institution. 

The Bill for the establisliment of the I. F. C. was intended 
to he introduced in the Ticgislative Assi'iuhly by Sir Archibald 
Rowlands in the Budget Session of 1040 Imt it could not be done 
on account of the heavy legislative ])rogramme. Tt was brought 
in during the autumn sessifui of tlie same year but could not be 
proceeded with owdng to the pressure of legislative business as 
well-as the irnpiuiding constitutional changes. The Bill, “an 
orphaned and abandoned child,” was siibserpiently adopted by 
the Hon. Sri R. K. Shanmukham Chettv, Finance Minister of 
Fn^o India, but not before it bad been “ suitably treated ” and 
“ reformed.”* 

Tbc Art establishing the Industrial Finance Corporation of 
India rceeived the assent of the (Tovernor-Ceneral on 27th 
Mareh, The Corporation lias Ixyen eslablisbed “ for tho 

fiiirposo of making inediiun and long-term credits more readily 
available to industrial eoneerns in India, partienlarly in circum¬ 
stances where normal banking accommodation is inappropriate 
or recourse to capital issue methods is unpractieable.”® An 
“ industrial concern ” under the Act has been defined to mean 
any public Imited Companif or co-oyicrative society incni-porated 
by an Act of the Legislature and registered in India and 
^ engaged in the manufacture or processing of goods or in mining 
or in the generation or distribution of electrieiliy or any other 
form of power. A recent amendment of the original Act widened 
• the scope of the Corporation by providing that “ Shipping Compa¬ 
nies ” W'ill he eligible for grant of financial assistance by the Cor¬ 
poration. The Law of its Canadian prototype, the Industrial 
Development Bank of Canada, has expressly provided for ‘ assis¬ 
tance for tho building of ships’. But it cannot lend to trades or 
services. The British I. C. F. C., however, renders assistance 
to the shipping and other transiiort services. 


1 Tho Hon. flhri B. K. Shanmiikhn-m Chetty speaking on the motion to refer 
the TnduBtriA Finance Corporation Bill to a Select Committee. Legislative Assembly 
Debates, Vol.- I, No. 6 , 2lBt November, 1947.- 

> Preamble to the Industrial Finance Corporation Act, 1948. 
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Now the question is—does this amendment authorise the 
Corporation to proviilc financial assistance for the building of ships 
or assistance to shijjping ser\iccs only? Sri Shanmukhani Chetty 
had definitely stated in (he Central Legislature that the Indian 
Corporation like the British T. C. 1*’. C. should not be allowed to 
('x(('nd its i'aeilitics to a shi{)ping company running a semce.' 
The iHiint requires clarification. Tf it is entitled to render its 
aid to shipping services, whj’ should not its scojie be further broa¬ 
dened by authorising it to assist other transport servicosi—air 
Iransfxiri, electi‘ie train services, underground railway services 
etc. ? 


Capital Stmeture : 

The authorised capital ot the Corporation has been fixed at 
Ks. 10 crores, divided into 20,000 fully paid up shares of 
Its. 6,000 each. Tn the first instance, 10,0t)0 shares of the total 
value of "Rs. 5 crores are lieing issued and the remainder w-ill 
be issued from time to time with tlie sanction of the Central 
Government as and when the Corporation will consider it 
necessary. Tn the original Bill of 1916, the share capital of 
the Corporation was fixed at Bs. 5 crores divided into 2,000 
shares of Rs. 25,000 each which was to be fully paid up. The 
Select Committee raised the capital to the present figure of 
Rs. 10 crores and reduced the face value of the shares. The 
increase in the capital is calculated to raise the lending capacity 
of the Corporation w-hile the reduction in the face value of the 
shares has made' them less unwieldy and mnn^ easily marketable. 
Of the capital issued in the first instance the Central Govern¬ 
ment and the. Reserve Bank are each subscribing tor 2.000 
shares ; scheduled bajiks will subscribe for 2,500 shares ; insurance 
companies, investnumt tmsts and other similar financia.1 institu¬ 
tions for 2,600 shares; and co-«>pt!rativc banks for 1000 shares. 
The capital structure of the Indian Gorporation is to be distin¬ 
guished from that of the British F. 0. I. and I. C. F. C. as well 
as of the Canadian T. B. B. in the sense that it is not wholly 
owned by the Central Bank like the latter nor independent of 
state-ownership and control like the former. The Central Bank, 


1 


Legislative Assembly Debates, 10th February, 1048. 
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ns in those cases, has no doubt un interest in the share capital 
of tlie Indian CoriKiration but the State in addition is a part 
shareholder. If the British institutions had been conceived and 
started under the auspices of tlie Labour Clovcrnnient, it is 
difficult to say whether tlicir capital structure would not have 
assumed a different comploKion. As it is, with the nationalisa* 
tion of the Bank of England, the ■ State may be said to have 
acquired an interest in the share ca]utal of the two British 
Coriwrations. The Indian Institution under the Act will be 
owned by the Central (lovemnient and the Reserve Bank, con¬ 
sortiums of scheduled banks, invesluKiiit trusts and insurance 
companies and co-operative banks in the pro]X)rtionB of 40, 50 
and 10 per cent, respectively. It should also be noticed that the 
framers of the Bill establisliing the Indian Industrial Finance 
CorjHiration ivore very' iriuch influrmced by the British precedents. 
But they have not chosim to model the Indian Institution exclu¬ 
sively on one of them. Thus in the capital structure features 
have been borrowed ]»artly from tbe F. C. I. and partly from the 
I. C. F. C. In respect of shareholdings by joint stock banks the 
Indian Institution follows the 1. 0. F. C. but it resembles the 
F. (\ T. in tliiit institutional investors like insurance companies 
have been included as shareholders. 

It has been laid down that no institution shall be allotted 
more than 10% of the shares reserved for the class of institutions 
to w'hich it belongs. If any of the shares remain unallotted, they 
shall be subscribed for by the Rcsciwe Bank and the Central 
Government in such pro|X)rtion8 as may be agreed on behveen 
them. The shares acquired by the Reserve Bank and the 
Central Government in this manner may be disposed of to 
scheduled banks, insurance companies, investment trusts or co¬ 
operative banks to which the shares of the Corporation are trans¬ 
ferable in aceordanai with regulations.* The shares of the 
Corporation, it should be mentioned, are not transferable 
except to the Reser^'e Bank, the Central Government, any 
scheduled bank, any insurance company, any investment trust 
or any other like financial institution or any co-operative bank. 

The capital structure of the I. F. C. has been the subject of 
comment and unfavourable criticism from many quarters. In 
Indian Parliament there was much heated discussion over the 
question whether the Corporation should be a wholly state- 

* Spc. 4 (3)—(7). The Industrial Finance Cnrporaiion Act, 1048. 

62—1789 B. 
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owned institution. Beccnt experiments in this sphere have 
nowhere contemplated coraplcde state ownership. The F. C. I. 
and the I. C. P. C. liavc supplied the main inspiration for the 
formation of the Indian 1. F. C. but the Socialist (loveniment 
in Britain did not subject them to state-ownership. In 
every case, however, the close co-operation with the central and 
commercial banks has been unequivocally stressed. Tlic central 
bank has its finger on the economic pulse of the country and 
I commercial banks having intimate and continuous relations 
; with their customers are the best references for their solvency 
I and crwlituorthincss. We are not suggesting for a moment, 
I however, that w'e arc not in favour of the state-owned institution. 
Special institutions for financing industries have invariably been 
started under the auspices of the State and in many instances in 
the past the State had subscribed citbor wholly or in part to their 
capital. Among tlu; industrial mortgage banks started in the 
I nineteen twenties, the Saxon Mortgage Bank was wholly owmed 

• by the State w'bile the National Hungarian Industrial Mortgage 
Institute was partly so owned. The Beserve Bank of India has 
already been nationalised and if the Imperial Bank of India is also 
nationalised in the future, the Government is expected to own 

* more than .51% of the share capital of the I. P. 0. It has been 
further jirovided that the Central Government may accpiire the 
shares held by shareholders other than itself and the Beserve Bank, 
if it so decides at any time, by paying an amount equal to the paid 

; up value of the shares together with a premium calculated at the 
■ rate of 1 % of the paid up value for every year from the date of 
issue to the date of acquisition, subject to a maximum of 10%.* 
?P'or all practical purposes the Corjioration is a state-owned and 
.state-controlled Institution and is remarkable in that w'hile retain¬ 
ing stateownership, it appears to be an admirable technical device 
1 for facilitating the employment of the resources not only of the 
■ insurance and trust companies but also of the large banks in the 
\ medium and long-term financing of industry without any risk to 
the depositors. 

The capital structure of the Corporation has been criticised 
in some quarters as affording no opportunity to private indivi¬ 
duals to become its shareholders.* But individual shareholders 
are not necessary for this type of institution. Neither in the 

> 36. The Industrial Finanre CorftnraHnn 194B. 

* Art. by D. R. Bnmnnt. in The Ctmmerce, 115th February, 1047, p. 296. 
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liritiBlj nor in the ('{iiiacliaii expcrinicnt, there is any provision 
for allotting shares to private individuals. It has been contended 
that the distribution of the (Jov})oration’s shares on the widest 
{K)ssible basis and reduction of the denomination of the shares 
coupled with the limitation of individual shareholdings would 
have made the Finance Cor|)oration a truly jaiblic institution and 
freti from the risk of laung exploited by a particular group or 
section for its own interests. But similar provisions did not 
prevent in the case of the Eeserve Bank of India the concentra¬ 
tion of shares in the hands of a small numln'r of persons and that 
in a particular province. Tt was well on its way to lose its 
status of a public institution.' The aim of the legislation 
establishing the Coi’poration has been to restrict deliberately the 
shareholdings to institutional investors as against individual 
investors. The constitution has Ixjen framed in such a manner 
that the Corporation will not become the monopolistic concern 
of any group of individuals. Ktlective control over the Institu¬ 
tion has been sought to be secured in various ways, by the 
comjjosition of the Board and by ]>roviding that the. Government 
can issue directions to the Board on (]uestions of policy about 
which it shall be the solo judge. The device of restricting the 
shareholdings to some s|)(;cial catcgorii's of investors will enable 
the State to bring to its service under its control the experience 
gained by private captains of industry.® 

The adequacy of the caj)itul structure in the context of the 
need for a large-scale and rapid industrial devcdopmeiit of the 
country has also been questioned. Tt has been argued that even 
with the use of its borroAsing powers, the resources of the 
Corporation will he very meagre and totally inadequate for 
securing .the rapid industrialisation of the country. “ It will 
have a paltry amount of Bs. r»0 crores whore hundreds of crores 
are required.” But this attitude entirely misconceives the 
functions of the Corporation. Tt is never intended that the 
Corporation Avill jKmr out its funds for every category of industry 
or for every type of its needs. The State will be rcsjionsible for 
financing a considerable amount of industrialisation. The 
Corporation is designed to assist certain categories of industry 
only when they are unable to raise additional capital in the open 
market, capital which is vital for their expansion, modernisation 

* See the present writer’s Recent Banhing DeeelapmenU, pp. 60-61. 

» The Him. B. K. Bhanmukhatn Chetty, Legielatite Aneemlly Debates, Vol. I, 
No. 6, Ist Vosomberi 1947 and Vol. I, No. 10, 10th February, 1048. 
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or reorganisation. Normally all the reqiiiroineiits of capital arc 
expected to be raised from the market and those of current 
finance from the commercial banks. A centralised (loii)oration 
of the type of the I. ¥. C., eonimandirig 40 or 50 crores ol 
rujjees as its resourc^^s, can well fiiiaiK-c' industries which have 
got a capital of Bs. 700 or Rs. 800 crori's.* It may also be pointed 
out that the Oorjxjration can augment its I’csources by raising loans 
in foreign currency. The original Act has just lieim amended so 
as to enable the Central Government to guarantee foreign loans 
■which the Corj)oration may seek to raise, like those from the 
International Bank for Tieeonstructinn and Dcvcdoiunent, Nego¬ 
tiations for a Joan of 8 million dollars from the International Bank 
have also been completed. 

Government Guarantee: 

It has been provided that the shares of the Corj)oration will 
he guaranteed by tlie Central Government as to both re{)ayment 
of principal and paymeiit of the annual dividend at such minimum 
rate as may be fixed by the Government by notifications in the 
Gazette at the time of issuing the shares.' In the same niamicr 
the bonds and debentui’es of tlie Corfioration nil! he guaranteed 
by the Central Government in r(!S]x*et of the repayment of 
principal and payment of interest at such rate as may lie fixed 
by the Central Govemmeut ou the reeouunendatiou of tlic Board 
at the time of the issue of those houds aud deheuturcs. The 
Central Banking Enquiry Committee had recommended a 
guarantee of interest on the bonds to he issued liy tlie future 
Finance Corporation hut it was a limited guarantw; in that the 
guarantee was to ho applicable lo Ihe first issue, of the Iwnds or 
to a certain period of the enrreney of the laind issue. Such a 
limited guarantee has various drawbacks and the Govcniment 
has been well advised not to limit the guarantee in this manner. 
Tliesc bonds and debentures may 1)C issued and sold by the 
Corporation for the ])nr|K)se of raising its working capital. But 
the total amount of lionds and debentures issued and outstanding 
and of the contingent liabilities of the Corporation in the form of 
^ guarantees given by it or underwriting agreements should not 
^ at any time exceed five times the amount of the paid-up share 
\ capital and reserve fund of the Corporation.* In the case of almost 

1 The Hon. 8hri R. K. Shanmukham Chetty, Legislative Assembly Debates. 

* Sec. 6, The Industrial Finance Corporation Act^ 1948. 

a Sec. 91 (1). 
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every kind oi fiuancial institution whicli is em|)0\vercd to issue 
bunds, liniitalions have invariably been placed u][)on the bond issues. 
The underlying idea in providing fur such limitations is the pre¬ 
vention of excessive issue of bonds and the guarantee of the security 
of the bond holder. In the case ui commercial banks the risks of 
deiKisitors are likely to increase fast with every diminution in tlio 
ratio between capital and deixisiis. In the case ul such institu¬ 
tions with every increase in tlie proportion of bonds issued to 
capital, the element of safety will grow smaller, liut it does not 
follow that the ratio has to be fixed at much loo low a ligure. 
That would stand in the way of the institution obtaining sullicieiit 
funds to fulfil its functions. 'I’lic Central iianking Enquiry Com¬ 
mittee guided entirely by the opinion of Dr. Jeidels, one of the 
“ Foreign Experts ” who uere a.ssisting the deliberations of the 
Committee, had recommended the adoption of the ratio of ‘2:1. 
In this respect the attitude of the Jlanking Committee was un¬ 
necessarily conservative. A higher ])ropurtiou would nut only be 
not unsound but even m-cessary. It has often been suggested by 
us that the bond issues should be limited to five times the amount 
of share capital plus re.servcs. Tt is vt;ry satisfactory to note that 
the suggestion has been ado])tod by the Covernment. 

Deposits as a ISourcc of Funds : 

Besides share capital and bond issues, llu? ('orporation will 
have another source of funds. It has been empowered to accept 
deposits from the ijuhlic repayable after the expiry of a period 
which shall not be less than liv(^ years from the date of the making 
of the de]XJsit. But the total amount of such dcixisits has Ixscu 
limited to Rs. J(t crores at any time.' In this respect the framers 
of th(! Act ap])ear to ha\e been ijifluencod by the A'iews of the 
Indian Central Banking Enquiry Comntittee who favoured the 
idea of the T’roviucial CoriKjrations proiniscd by them receiving 
long-term deposits. This is no dotdit an encroachment on the 
domains of commercial banking and as such, mortgage institutes, 
whether industrial or otherwise, have generally been prohibited 
from receiving deiK)sits. The British F. C. I. which has sup|)lied 
the model for the Indian Corporation does not accept any deposits 
from the public. The Japanese Industrial Bank received deposits 
on current, fixed and^savings accounts but it was a mixed institu- 


1 Sec. 22. The Induslrial Finance Corporation Act, 1948. 
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tion. It will be recalled that some industrial linanciug institu¬ 
tions started in the post-depression period were ein^wwored tu 
accept deposits. The Indian Institution, as we shall presently sec, 
is not a pure industrial mortgage Iwnk; and as the (hrposits an' 
pretty long-term, and there has also been placed an up/wr limit 
on the amount, competition is not likely to he very keeii with 
the existing commercial banks. As such, the provision will eiiablc 
the Corporation to augment its resoui'ces to a considcj’uble extent. 

Scope of the Corporation : 

The object of the Act e.slab1ishijig the Corjioration has a 
rc.stricted scope. It is not intended to meet the financial require¬ 
ments of basic and nationalised industries but only to provide 
finance for the needs of private industry.' “ Tlie object is to 
set up a Corporation for the purpose of financing Itu’gq-scaje 
industries in our country.”* Basic industries have thus been 
excluded from its purview and in this rcsjiect it constitutes an 
important departure from the line of business of the British F.C.T. 
It will be recalled that the basic industries were expected to 
become its best customers. The stw'i industry bad actually 
utilised its facilities. It is owing to the prwess of nationalisation 
that its business actually came from oVhvw sourc4?s. The exclusion 
of nationalised industries from its purview is understandable. 
But we do not find any reason why basic industries should not 
be allowed to obtain the facilities of the Corporation at the 
present moment when they are not yet nationalised. Many 
writers have failed to grasp the limited scope of the Corporation 
in this respect and have made irrelevant suggestions that the 
Corjxiration should assign the highest priority to basic industries.* 
Basic industries are simply not included within its scope. As 
regards private industry again, the Corporation will be interested 
only in puhlie limited eomjyinuis and co-o|K5rative societies 
incorporated by an Act of the Legislature. Neither the Canadian 
Industrial Development Bank nor the British I. C. F. C. has 
excluded partnerships or private limited companies. In fact the 
British I. C. F. C. is particularly interested in private limited 
companies though its assistance is not confined to them alone. 

1 The Hon. Shri B. K. Shanmukbezn Ghetty, Legislative Aesemhly Debates, 
20th November, 1947, p. 884. 0 

a Ibid. 

■ Article by Mr. N. A. Sarma in the C<mmeree, 8th December, 1947, p. 1018. 
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Partnerships and private limited companies have been excluded 
possibly because the Corporation will finance chiefly large-scale 
undertakings but these types of industrial concerns are likely to 
need most the assistance; of the Corjaeration. Tlie lion. Finance 
Minister expressed his concern for the financial needs of small- 
scale industries and promistxl to persuade, the provinces to set up 
industrial finance corporations lor small industries. Put he had 
not a word for medium-sized industry. 'I’lte financial problems 
of medium-sized industry in India are as acute as those of the 
smaller sized industry. In their an.viety to ensure that the 
Corporation should encourage industrial veixtures to he. started 
by public corporations, the sponsors of the legislation have 
ignored entirely the ])otentialities of [tarlnerships and jjrivate 
limited companies in a scheme of industrialisation of the 
country. 

Business transactions : . 

The Corporation has been authorisrul to carry on and 
transact the following kinds of business ‘:— 

(1) Guaranteeing, on suc.h terms and conditions as may be 
agi'ecd upon, loans raised by industrial concenis which— 
(rt) are rejiayable within a period not exceeding 25 

years; 

(5) are floated in the public market; 

(2) Fnderw'riting the issue of stock, shares, bonds or 
debentures by industrial concerns; 

^3) receiving in consideration of the services mentioned in 
(1) and (2) above such commission as may be agreed 
upon; 

v(4r rtitaining as part of its assets any stock, shares, bonds 
or debentures which it may have to take up in fulfil¬ 
ment of its underwriting liabilities, so that it di.sposcs 
of the stock, shares, bonds or debentures so acquired 
as early as practicable and in any case w’ithin a period 
of seven years from the date of such acquisition; 

(5) granting loans or advances to, or subscribing to 
debentures, of industrial concerns, repayable within a 
period not exceeding 25 years from the date on which 
these are granted or subscribed to, as the ease may be. 


1 Bee. 38. 
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No accommodation, l^o^Yever, rHsiII be {?ivcn under (1) and 
(5) above unless it is secured by a sufficient pledge, mortgage, 
Iiypothecation oi' assignment ol (lOvermnenl or other securities, 
stocks, shares, or secured debentures, bullion, movable or 
immovable property or other tangible assets in tlie manner pres¬ 
cribed by regulations. 

TJie Corporation, further, shall not enter into any arrange¬ 
ment under (]) and (5) above wilh a single industrial concern 
for an amount equivalent in live aggregate to more than 10% of 
the paid-up share capital of the ('orporation but in no case exceed¬ 
ing Ks. 50 lakhs.' The underlying object of putting such a 
limit on the accommodation that the Corporation may provide is 
to ensure diversification of the risks of investment. But this 
section has Iwcn amended recently si> as to raise the limit of the 
anionnt which the ('(n'jwration can lend to a single eoneern from 
Rs. 50 lakJis to Rs. 1 crore, on the ground that the present limit 
has been found to he inadequate. Tlic existing eorrelationship 
betw'een the paid uf> cn])ital of the Cor|)f>ration and tlie maximum 
permissible loan to a single concern has also been done away with. 
But from the point of view of sound principles of industrial 
financing some such eorrelationship should have been retained. 
The w'isdom of raising the limit from Rs. 50 lakhs to Rs. 1 crore 
is also to be doubted. The Corjxiration will not be able to diver¬ 
sify its risks of inv(!stments in a manner it should do. / 

Prohibited Business : 

The Corporation has, however, been prohibited from (1) 
accepting deyKisits except as provided under the Act and (2) 
subscribing dii-ectly to the shares or stock of any cx)mpany having 
limited liability.* 

Although such prohibition does not affect the right of the 
Corporation to acquire any shares, bonds or debentures of a 
company having limited liability in fulfilment of any undcr- 
w'riting agreement entered into by the Corporation, ycLiUs 
calculated not only to restrict cnnsideriibly the sc^pe and service¬ 
ability of the Corporation but also to prevent it from pursuing 
sound methods of finance. 


* Rec. 94. The Industrial Finance Corporation Act, 1948. 
> Rrc. 96. 
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Financial Methods Suggested : 

From tlie above outline of business jMjrmitted to tlie 
Corporation, it is clear tliut the Corperatioii lias been authorised 
to combine mortgage lending with the business of underwriting.^ 
It will be an issue house, underwriting the issue of shares and 
debentures of limited liability companies as well as a lending 
institution, guaranteeing and granting liened long-term loans. It 
has not been patterned after the industrial mortgage banks that 
were established in the ninetmi twenties Iml has been closely 
modelled on the lines of the recentlv ('stablislied British and 
Canadian financial machineries. But though so modelled, it has 
made imjiortant deparliirtis in i-esiiect of tla? forms in which its 
assislanco will he furnished and in respi'ct of the tinaucLal 
methods that will be pursued. Whereas the British F. C. I. and 
I. C. F. C., the Canadian I. 1). B. and (fven the Industrial 
Finance Department of the Commonwtia 1th Bank of Australia 
have been emjiowerod to purchase and hold shares issued by the 
borrowing e.oncern8, the Indian counterpart has been entirely 
debarred from this type of busiiu^ss. ^ The business of mortgage 
lending has been mixed up with underwriting but the holding 
business has been entirely prohibited. 

The . financial facilities to be ju’ovided by, the I. F. 0. 
cannot, therefore, assume the same vark'd fornw as those of the 
British I. C. C. and 1’’. ('■. 1. It M’ill be recalled that besides 
debentures, secured and unsecured loans, assistance has been 
furnished by these two institutions in ihe form of pivfercnce 
shares, redeemable, non-redeemable and participating, and even 
ordinary shares, thereby adapting the methods of finance to the 
needs and merits of each particular case. As the Indian Insti¬ 
tution has been constitiifod, financial assistance provided by it 
cannot .be tailored to the requirements of each particular 
industrial customer. Where an industrial undertaking requires 
permanent capital for its reconstruction and expansion, the 
appropriate metliod of finance for tlie T. F. C. would be tho 
taking up of non-redeemable preference shares accompanied 
perhaps by a proportion of ordinary shares. Again, when the 
undertaking needs several years for its development and the pro¬ 
prietors are unable to rei)ay the advance during the developmental 
stage and expect to do so out of profits in 10 or 15 years, 
the method of financing througli redeemable preference shares 
with or without cumulative dividends would be proper. If the 

68-1789 B.: 
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risk in financing is considerable, participating preference shares 
may be chosen. For intermediate cases, a combined arrange¬ 
ment would be suitable. In ccrtiiin cases the I. P. C. may 
attach to the secuj-ity received for its loans conversion rights into 
preference and/or ordinaiy shares. Such a nietbod would pave 
the Avay for the liquidation of llie loan without making the Cor¬ 
poration a perinuJient investor. Jbit und(T its constitution, the 
1. P. C. will be debari-cd from pursuing such sound methods of^ 
finance. 

The general ban on the [iiirchase and holding of shares will 
be prejudicial to the interests of tlie industrial customers of the 
Corporation from another standfM)iiit. When a loan is granted 
by the I. F. C. to a Com])any, it will be scciu-od l)y a pledge or 
mortgage of its assets. Tlie Company will certainly require 
additional working capital to finance Ibo increased turn-over. It 
will liavc to seek such cajiital from its banker. Tf the Corjiora- 
tion, however, has already a prior charge over its fixed as well 
as floating assets, the company will bo unable to furnish the 
necessary security to the hanker without which the aceoramoda- 
tion will not be ]M’ovidod. The appropriate arrangement in such 
eases would he for the T. F. C. to provide its assistance ]>art1y 
on mortgage on the; fixed assets, l(‘aving the floating assets free 
and partly in preforenen shares. Tlierc may arise many cases 
when it will not bo desirable to saddle the ii^dustrial company 
with a mortgage to the Corporation as well as a floating charge 
to the banks. In sucJi cases the whole of the assistance fumished 
by the Coqxiration should be in the form of subscription to the 
share capital. 

'At has been officAaWy stated that the ohjcct of the Corporation 
is to assist industrial concerns in oblaiiiiug capital and not to 
act as a holding company or an iuvostiuent trust. It has been 
clearly shown before how the I. F. C. can subscribe to the share 
capital of industrial companies without being a permanent 
investor but obtaining at the same time a reward for the risk 
undertaken. Why, again, should it Ix! undesirable for such a 
public financial institution to develop into a holding company? 
It lias Ixicn rightly ohserv'ed* that the concentration of economic 
control in the hands of a private economic group may be undesir¬ 
able but not necessarily so when it is in the hands of a public 

} Art. by D. B. Hamant entitled ** Froposod IndnBtrial Finance Corporation " 
in the Commerce, 16th February, 1947. 
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economic authority. In the light of the foregoiug aualyBis it 
will be not only dcBirablc but also csscj}tial for the proper 
functioning of the Cor}M)ration that the Act should be suitably 
amended so as to allow it to subscribe to aud hold for a time the 
shares and stocks of an industrial company. The provision 
relating to the compulsory (lispo.sal of sliares acquired by the 
Corporation as a result of its underwriting liabilities, within a 
jwriod of seven years is also likely to jauve very often a source 
of embarrassment to the CorjMmvtion. (.fjie cardinal principle of 
industrial linancing that the Indian (’orjxnation should follow is 
that whatever be the liielljod of financing, by way of loans or of 
subscription to shares, iIk.* owners of industrial concerns to be 
assisted must provide a porlimi of Ibe capital tbcjiiselvcs. 

Types of Business to be assisted : 

During the passage of the Jiahislrial I’iiuinee Corporation 
Dill in the Indian I’arliameut, there was a good deal of contro¬ 
versy over the types of business wbieli tlie Corporation would be 
autliorised to help. TIu? assistauar to l)c furnished by tlie Cor¬ 
poration has been eonlined to itidusirial concerns engaged in the 
raanufactu]‘e or processing of goods or in mining or in the genera¬ 
tion or distribution of electricity or any other form of power. 
The Bill even when retouched by the Select Committee did not 
envisage any other form of jK)wer except electricity and as such 
inevitably aroused criticism.' The e.xpression “ auy other form 
of power ” was added as a result of an amendment moved in 
Parliament by Mr. K. Santhanani, so that the assistance of the 
Corporation might not be eonfmed to electricity but could be 
extended to gas companies and ixsrbaps in course of time to 
atomic powder.® 7’be clause before the amendment resembled the 
corresponding section in the Canadian Industrial T)evelo})mcut 
Bank Act except that assistance for “the building of ships ” 
was expressly provided for in the Canadian legislation. But 
the Finance Minister pointed out in the course of the debates 
that the expression “ goods ” in tlie Indian Bill covered ship¬ 
building ooncems which would certainly have the benefit of the 
Corporation. The controversy was particularly focussed on the 
question whether the CorjKiration would be authorised to furnish 
its assistance to “ services like shipping or other transport 


^ Prof. K. Rhali, Legislative Assembly Debates, Gist NovtMulicr, 1947. 
^ Legislative Assembly Debates, lOih February, 1947, p. 317. 
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services,”* It will be recnIJcd that the Jiritish 1. C. F. (i, 
dered its aid to the services. ^IVatisiwrt, distribution, laundering, 
dyeing and other services figiirtxl in the list of the businesses 
assisted by it. But tlic Indian Corporation, it has been stated 
in Parliament, will not be allowed to extend its facilities to a 
shipping company running a .soi'vicc." In this resjwct it apjKJars 
to have followed the Ca?):i.diaii Industrial Development Bank 
which eaniiot haul to trades or servicLS. As already pointed, the 
original Act has been iveeiitly aiiii'iideil so as to make Shipping 
(’ompanies eligible for imaneial assistance. 

'^Vorkiiuj in Syndicates ; 

I’he Indian 1. F. (J. slionid also develop the practice of 
working in syndicate's Avilh other issue houses and banks in its 
financial operations. It is well known bow tlie German credit 
banks distributed tbo risks rif inveslniont by working in syndi¬ 
cates. The Japanese Indnslri.T.| iiank often Avorked in close co- 
opcrsition with otlier financial institutions. Tlie British 
I. C, F. C. has pvirsvied sonui of its financial methods in eonjnnc- 
tion AA'ith se.veial ollu'v banks. It will also be recalled that 
the financing of the Steel Coinpany of Wales Ltd., was 
accxmipliahed liy liie, F. C. f. in closer ass(»ciation Avilb some 
important issue bouses. Such syndicate operations Avill not only 
help the diversification of the risks of investment but also soh'e 
the problem of financing large rccinircments. 

To safeguard tJio interests of the Corporation when it 
undertakes to provide its facilities to an industrial concern and 
^ to ensure that the facilities are ])nt to the best use, tbo Corjiora- 
'^tion has been authoris(>.d to imj)ost< necessary conditions. One 
of the conditions irnposcnl by tbo Coi*i)()ration may be the appoint- 
i^ment of one of its Dirwitoi's on the Board of Directors of the 
Company receiving the aid. 1’bis reminds one of the practice 
• of German banks sending their representatiA'es to the Boards 
^ of the industrial companies assisted by them. But the best 
safeguard would be the establishment of a Liaison Department 
more or less on the lines of the British T. C. F. 0, It would 
enable the I. F. C. to maintain the closest po.ssible contact with 
the activities of the cusb)mer ex)mpany. The Lia'i^n Depart¬ 
ment would not only give timely Avamings to the Corporation 


1 Legislative Assembly Debates^ Slav November, 1047, p. 459. 
> Legislative Assembly Debates, 10th February, 1948. 
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vvliciiuvci' tliuj'u aru Hyuiptums of but ^^'uuld al8o help the 

uoiupanies Ihouiselvos by ita skilled advice and experictnee. 

Suggested procedure for dealing with applications for assistance : 

Jiesides Ibe Liaison or Tecbnical investigation l)cj)artinent, 
the 1. K. C. will bave to build up various other departments such 
as the Jfixamnination Dtspartinenl, the Accounts Departnjent, the 
Economic Ijitelligtjnce department and the Legal department. 
Its stall like that of similar instilniions elsewhere should Ikj 
highly specialised and technical, and should <-onsist of experienced 
bankers and linanciers, cost accounlanls, iinUislrial engineers, 
insurance exiierts, ijualilied economists and lawyers. Appliea- 
tions for assistance will be subjected to the scrutiny of these 
various departments and the services of the highly specialised 
staff w’ill be utilised to sift the undesirable from the desirable. 
The final approval will rest with the directors. The plant and 
equipment of the ap])lying Company wdll lia\e to be investigated 
at the factory and a survey would have to be made td' the back- 
gmund and history of the business. If necessary, outside experts 
may have to be consulted. 

If the application is granted, the niallia' will not even end 
there. Close and continuous eoutac.t with the customer com¬ 
pany should be maintained through the Liaison department. 
At the time of an application, the industrial concern must 
furnish information relating to the nature of the business, the 
date of its establishment, the number of employees, the prin¬ 
cipal jiroducts, pre-wai‘, war-time and post-war, locality and type 
of sales, merchandising methods and volume of unfilled orders 
booked. It must state the amount of finance requested, the 
purpose for which it is rcquireil, the security ofl’cred and the 
proposed terms of lepayment. if the finance applied for is 
required for capital investments, the nature of the assets to be 
acquired and the appioximate dates of the expenditure of the 
funds should be given. If new buildings are involved, parti¬ 
culars as to size, type of construction and cost should be 
furnished. If it is a case of new equipment, cost of each item 
should be given. In cither case the basis of cost, whether a firm 
price or merely an estimate, should lie advised. The names and 
addmsses of regular bankers should be furnished and they should 
be instructed to give full information to the I. F. C. on request. 
If the applicant is indebted to any bank, the name and address 
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of the bank together with the !iinoiiiit of the debt and the 
security offered should be stated. Audited balance sheets and 
proht and loss accounts covering, it possible, the last live years 
of fiscal operations should be attached. If the business has not 
been in operation for that length of time, statements since incep¬ 
tion should i)e furnished. If the business is to bo newly formed, 
a pro forma statement of assids and liabilities as they are 
expected to be at the uoiiimciicemeiit of operations should be 
pi'ovided. An o])cratijig forecast in any t:asc after giving ellect 
to the pro^K)sod linancing may also be dcnmiulod of the mistomcr. 
It will serve to give an idea of what the management reasonably 
expects the earning j)o\ver and hence; ability to pay obligations 
to be. 'rhe following documents also will have to he furnished : 
(1) the memorandum of association, t*2) survey plans showing 
boundaries of owned land and location of hnildiugs, (3) tax 
receipts, t-l) statements relating to existing mortgage or liens, if 
any, on fixed assets whether land, l)iiil(ling, inacliincry and 
e(pupnicjit, (5) lists of items i»f present niaehinery showing make, 
type and serial numbers, (0) lire iusuraiujc policies, etc. 

Safeguards: v..- ' 

The rights of the I. F. C'. in the case of default by a 
customer company have been well safeguarded. In sueli eircuui- 
stanccs the Corporation has been empowered to take over the 
management of the concern and to sell and realise the property 
pledged, jnorigaged, hypothecated or ar-signed to it. It is 
usual for sueh institutions to be surrounded with special jjrivileges 
and safeguards. Tiie industrial iiiurlgage i>aiiks established in 
the inter-war i)eriod were endowinl with the right to take drastic 
proceedings against delinquent borrowers. Their records were 
frequently regarded to constitute indisputable evidence and the 
courts had to give tluiir decisions swdftly and summarily. Tlie 
Hungarian Industrial-Mortgage Institute, it will be recalled, had 
the right to be appointed “ sequestri curator.” * 

Sweeping powers have been granted to the Corporation 
to press for repayment of any loan or advanoe that it may 
have granted to an industrial customer before the agreed period.” 
In cases where the industrial concern has failed to comply with 
the terms of its contract with the Corporation, where it has 

' See above, pp. 295-9G. 

^ Soc. 20. The Industrial Finance Corporation Act, 1948. 
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furnished false or misleading information on any material 
particular, where the mortgaged pjoperty has not been kept 
insured or has depreciated in value by more than 20% 
and further security to the Cor])ora1:iou has not been fur¬ 
nished, where machinery or other exjninment forming part 
of the security or otherwise is removed from tlm premises 
of the business n'ilhout poi'mission, and tinally where for any 
reason it is necessary in tlie opinion of the Board to protect 
the interests of tlu; Corporation, tlie Jatler may hy notice 
require full repayment at It ihe industrial concern, how¬ 

ever, fails to comply with ihe (!;!ii:iii!l foi- immediate fe])ay- 
ment, any oflicc.T of tin? Corporation who may he autlioriscd 
in this behalf hy tJic Board may apply to the District Judge 
for an order for the sale of llic; uujrtgaged property or tor 
transferring the manageiinml of the industrial coiieorn to the 
Corporation, or for an ad-inlcriin injunction where it is appre¬ 
hended that macliijiery and ('(jiiij)mc?il ai'c being surreptitiously 
removed from the piemises of the indnslria! coueern. The Judge 
shall in such eases pass an ad-intcrim order of atlaelimenl or an 
ad-iuterim injunelion as tlu; case; may l.)e. If no cause is shown 
on or before a date sjieciiied l)v the Judge, he shall forthwith 
make Uu’ order ahs^tlule and dirirl the sa.'.c of (lie attached property 
or transfer the management of the business to the Corporation or 
confirm the injunction. If cause is shown, the Judge will pro¬ 
ceed to investigate tin? claim of tlie (’orporation and give bis 
decision accordingly.* 

Disposal of Profits: 

It is essential that such institutions should build up an 
adequate reserve fund. The Coiqioration must be run ou strictly 
business lines. The authorities of the Industrial Mortgage Bank 
of Saxony stressed the fact that it was not a welfare institution 
and no attempt is being made to-day to run the Britisli F.C.I. as a 
philanthrophic institution. At the same time, it must be made 
clear that the Corporation is not intended to earn extravagant 
profits. Tt has been expressly provided that tlio Corjioraiion shall 
establish a reserve fund. After making provision for bad and 
doubtful debts, depreciation of assets and all other matters which 
are usually provided for by bankers, the Corporation may out of 


> bmv aob 
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its net annual profits declare a dividend. But so long as the Be* 
serve fund is less than the paid up share capital of the Corpora¬ 
tion and until all sums jiaid by the Government by way of 
guarantee on principal and interest of the Corporation’s share 
capital and debenture issues have been repaid, the rate 
of dividend must not exceed the rate guaranteed by 
the Goveniment on the Cor]X)ration’s share capital. 
Vniler no cireunisliinces, liowover, aiiv such rate of 
the surplus shall be paid to tlu; Goveinment.’ But the surplus 
should hav (3 been b(?ttcr allowed to be used to augment the 
reserve fund. 

^fanagement ; 

The general su])erintendenee and direction of the affairs and 
business of the Corporation have been entrusted to a Board of 
Directors which with the. assistance of an Executive Committee 
and a Managing Director may ex(!rcisc all powers and do all acts 
and things which may be. exercis(!d or done by the Corporation. 
The Board in discharging its functions shall act on business prin¬ 
ciples and pay due regard to the inh'rests of trade, industry and 
the general jHihlic. But .sweeping restrictions have been in]]X)sed 
on the Board and controlling powers liave been placed in the 
Jmnds of the Govomment. 

In the discharge of its functions, the Board shall be guided 
such instructions on questions of policy as may be given to 
it by the Central Government. If any dispute ariscjs between 
the Central Government and the Corporation as to whether a ques¬ 
tion is or is not a question of policy, the decision of Ibe Central 
Government shall be final. The Government has been empowered 
to supersede llio Board if the Board fails to carry out the instruc¬ 
tions on the questions of policy laid do^vn by it.* 

The Corporation may appoint from time to time one or more 
Advisory Committees with a view to assist it in Ibo efficient dis¬ 
charge of its functions. 

The Board of Directors is to consist of the following :— 

(1) Three directors nominated by the Central Government; 


> Ser. 82. 

* Sec. 6 a)—(B). 
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(2) Two directors nominated by the Central Board of the 
Beserve Bank; 

(3) Two directors elected by the scheduled banks who are 
shareholders of the Coriwralion; 

(4) Two directors elected by the shareholders of the Corpo¬ 
ration other than the Central Government, the Beserve 
Bank, the scheduled banks and co-operative banks; 

(6) Two directors elected by the co-operative banks who are 
shareholders of the Corporation; 

(0) One Managing director appointed by the Central 
Government after considering the recommendation of 
the Board. 

On the first constitution of the Board, the directors re¬ 
ferred to in (3), (4) and (5) have been appointed by the Govern¬ 
ment for one year, wliile the Managing director, wlio was Secre¬ 
tary, Reserve Bank of India, has been appointed on the recom¬ 
mendation of the Central Board. Normally an elected director 
will hold office for four years and a nominated director during 
the pleasure of the Central Government. Directors are allowed 
to become directors of private industrial concerns or financial 
institutions. But as a safeguard it has been provided that no, 
director sjia,ll vote on any matter concerning an industrial 
concern in which he is directly or indirectly interested.^ 


Organization: ' 

It has been provided that the I.F.C. will establish its head 
office in Delhi and offices in Bombay, Calcutta, Kanpur and 
Madras, and may with the previous sanction of the Central 
Government e^tablisb offices or agencies in other places in India. 
The Corporation’s policy in establishing offices should be deter¬ 
mined by the number of ajiplications for credit which it \vill re¬ 
ceive from various parts of the country. An office of the I.F.C., 
should bo established in a region only if the volume of business 
there warrants such a step. It will be unwise and impractical 


* tbe. 17 (4). 
84-1789 11. 
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to locate branches and offices in areas wherefrom few applica¬ 
tions originate. The expenses of such offices would be high I'c- 
lativeJy to the volume of business done. It w’ouJd also not be 
possible to retain the services of the type of men required by the 
Corporation at sucli points unless they could be kept fully 
occupied. 

It might seem that the four bniuches of the Indian Institu¬ 
tion would give an inadequate coverage to the whole of India. 
But representatives of the Corporation would visit the plants of 
the rcsiwctivc borrowers, and when an officer makes a trip to 
points at some distance from the branches, the public, as in the 
case of till* ('anu<ii:!n .Hank, iuay I'c :i|)|)nr.i‘d in advance ihrough 
the press, so that interested [larties may luive an opportunity to 
discuss their problems. 


Conclusion : 

'' The Industrial Finance Cor|X)ration is a new experiment in 
our country. Wo have been talking of specialised institutions for 
the long-term financing of our industries for quite a long time. In 
the past so-called “ industrial banks ” were no doubt started 
but these institutions w^ere neither ‘ industrial ’ nor ‘ banks.' 
Their sponsors understood very little the basic principles of 
industrial financing. At last steps have now been taken for the 
first time to form a specialised machinery for the financing of 
post-war industiy^ on scientific and modern lines and under the 
auspices of the State. iThe I. F. C. has been bom at a very 
opportune moment. It^jias been ushered into India when the 
country is pulsating witli flie new life that freedom has given it. 
Never before was there a greater need for an institution like the 
I. F. C. to assist in the rapid and planned industrial development 
of the country. The eyes of all India are turned towards the 
Institution. Its progress, its activities, its financial methods 
will bo watched with keen interest. 

The Institution, it must be emphasised, is not a bank. The 
standards usually associated with bank loans will be inapplicable 
to the credit facilities provided by the Corporation. The mere 
fact that an industnal concern is unable to furnish security on 
normal banking standards will not necessarily exclude it from 
the purview of the Corporation. Altliough the staff will include 
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}i few cxiKjrieiiced bankers, no attcnii)t should be made lo run it 
on the lilies of a commercial bank. Thi) cxiHirt advice of econo¬ 
mists, iiidustiia! engiiieors. (ost ,‘icct)ii!i(;iiUs inul hiv.viTs who 
must also constitute the staff should be constantly sought. 


The importanci! of iiu-luding trained et'oiiomists in llie stall' 
of the (k)i7)oration can hardly be ovcrslresscd. It is essential 
that the Corjxiration should have an Economic Intelligence 
Section on lines similar to those of the British 1. C. E. C. 
Economic research is to be the main function of this Section. 
The economists in this department will collect and prepare 
up-tO'da(e information on trade, iixiustrv, uiouelarv and financial 
malUMv, consinnjdion, saviogr., iinestiii;‘n{, etc.; will study 
customeis’ applications from the economic angle and give advice 
to the ojieralional staff; will carry on economic and market 
research work; and will prepare economic and financial reports 
for the Chairman and the Managing Director.’ 

The type of financing in which iho Corporation will be 
engaged will inevitably (ixpose it to risks greater than average 
and certainly greater than those incurred hy commercial banks. 
However capable the management may be, they must expect to 
have an i’.)>|avcial>l'' lo>s. experience ovi'r a period of yi'iiiv. The 
building np of a reserve fund is essential but it will bo parti¬ 
cularly diflicult to nccunuilato an adeipiate reserve for many years 
to come. Tt Jitnsf also he 'rorne in mind lliat tlie 1. E. C’. began 
operations at a period \Ahich was characterised by continued 
shortage of labour and malerials for constniction and manufac¬ 
turing pmposes and delays in accpiiring machinery and equip¬ 
ment for carrying onl approved pro}eets. In these cirenmstances 
the Corporation will be facerd with a number of cases where appli¬ 
cations will be withdrawn and credits ontstanding will have to be 
cancelled; and the pace at Avhicli its assistance w'ill be availed of 
may slow down. But willi the rasing of the raw materials posi¬ 
tion and increased facilities for obtaining deliveries of plant and 
equipment, the Corporation-will li.we greater opportunities r.f 
furnishing its valuable aid to the industries of the country. There 
will be many special financial problems for India’s post-war 
industry of the kind which the Corporation has been designed to 


^ Letter to the writer from the General Mnnngor, /. C, F. T., dated January 6i 
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meet. It will provide an excellent mechanism for mobilising 
the resources of the Indian money and capital markets to finance 
schemes of post-war reorganisation and modernisation which 
cannot be handled through the ordinary channels. There has 
long been a serious gap in the financial structure of our national 
economy. Tliis gap the Corporation is destined to fill. 



CHAPTEE XV 


The Industrial Finance Corporation of India —A Critical 
Review of its Working, 1948-52. 

The Industrial Finance Coqooratiori of India completed its 
four years of working in June, 19"')*2. I'lio distribution of the 
shares of the Corporation as on JKXh June, was as follows: 

Central Government, 2,()00 ; Eeserve Hank of India 2,064; 
Scheduled Banks, 2,405 ; Insurance Companies, Investment 
Trusts and other financial institutions, 2,508; and Co-oi)crative 
Banks, 943. In the table given 1m*Iow nill be found comparative 
figures relating to loan applications rec(;ived, sanctioned and 
rejected during 1949-62 :— 



During; 

During 

During 

During 


llie yc'or 

tlic year 

the year 

ilio year 


<>iidod 301 !i 

(?ii<1od fiOth 

ended ')01}| 

ended 30th 


Junts 19i«. 

June, 1050. 

June, 1051. 

June, 1052. 

Applications rocoivod 

0.5 

05 

45 

.54 

Applications saiict ioned 

21 

23 

17 

33 

Aj iplica t ion s jc^cted 

30 

44 

22 

19 



Es. 

Es. 

Bs. 

Amount sanctioiied, 

3,42,25.0(H) 

3,77,00,000 

2,38,05.000 

4,45.25,000 


The schemes put forward by the industrial eoncems 
applying for assistance are oxiimined in their technical as well 
as financial aspects. Field investigations are carried on by the 
officers of the Corporation who are asked to inspect the factory 
and report on various i)oints. But the CoriX)ratiou does not 
yet possess its own staff of technical experts. It seeks the 
neoessary technical advice with regard to the schemes from the 
Ministry of Industry and Supply and the Council of Scientific 
and Industrial Bosearch. 

The financial aspects of the schemes are scrutinised with the 
same care as the technical aspects. The requirements of the 
borrowing concern in respect of land, building and machinery 
are thoroughly examined with, a view to finding out whether with 
the aid furnished by the Corporation, the company will be 
comfortable in financial matters. 
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The loans advanced bv tlic Corporatioii have geiicnilly boon 
nit'uJe against a hrst mortgage of liic lixcd assets of the companies, 
such as Jand, buildings, plant and machinery. The Corporation 
has no intention of coni|)eting witJi tlje commercial banks with 
regard to the provision of working capital. As a rule no 
advances arc granted against liYpothceation of stocks of raw 
materials and finished goods. The rates of interest charged by 
tlie Corporation varied from 5 to per annum till Febmarj', 
1952, with a rebate of 1% if the interest and the instalments of 
principal were paid on due «iates. From February, 1952, the rate of 
interest was raised to G%. Thougli these rates compare favour¬ 
ably with tlie )>re\ailing conmiereial rates and with those charged 
by other lenders in India on more easily realisable secnritip.s, they 
are higher than those cJiarged by the Briti.sb T. ('. F. C. The 
[wlicy should be to provide finance at a moderate cost. No fixed 
scale, again, should bo applied to interest rales wlneli must vaiy 
with the securities available and the inherent soundness and pros¬ 
pects of the business. 

In considering applications the Corporation has been guided 
by the criterion whether the industrial concern is likely to make 
a contribution in maintaining the economic life of tlie 
community. The question of security margins on the loans 
granted by the Corporation may he considered in this connection. 
We think that the value of the security is only one of many 
considerations—and that too varying from one individual rase l > 
another—which should form the basis of the Corporation’s 
decisions to make a loan. Past records, carTiing capacity, 
management, market prospects and several other factors must 
affect appreciation of tJic soenrity olTered. Tims there should 
not be any hard and fast rules covering the extent of the 
security required against the loan. Such is the practice with the 
British I. C. F. C. and F. C. I.* and the Indian Institution 
should do well to take note of it. 

With a view to safeguarding the loans granted by the 
Corporation, it has required a guarantee, joint and several, of the 
loans by the Directors; it has reserved the right to itself to 
appoint two Directors to see that the affairs of the borrowing 
concern are prudently managed; and finally it has stipulated that 


* Letters to the present writer from the General Managers. I. C. P. C. and 
P. C. .1., Ltd., dated 4th and 51 h May, 3949, reapectivoly. 
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during the currency of the loan tJie dividend paid by the concern 
should be restricted to (i% ])cr {innuiii subject to variations with 
the consent of botl] the parties. 

The maxinuim period lor the loans so far allowed is 15 years 
and has ordinarily been 12 years. The period allowed is much 
shorter than that j)crniittod under the Act and is likely to prove 
a handicap to many concerns. Some deserving concerns will 
also be prevented from making use of the facilities provided by 
the (Joriroration unless the loans arc nude for a much longer 
l)eriod. The loans hitherto provided by the (!or[)oration have been 
made only to new companies (vr con\pani(‘s planning extensions. 
As such, the |)ayinent of the (irst iustnlmcnt lias been postponed 
to the end of the second or third year, lint tlie developmental 
stage is likely to l>e much longer and the concerns cannot be 
expected to rej)fiy the advaiu'cs out of profits in so sliort a i)eriod. 
It is interesting to point out in tliis coiuu'ction that the Inler- 
nationtil Bank has been extending loans for periods of 20 to 25 
years and the amorti/ation begins in the fiftl) or sixth yetir. 
To our mind the better and sounder method of financing to he 
adopted by the CorjM'ration in su<‘h eases, where some years 
would be required for development, is the taking. up of,redeemable- 
preference shares witii or without cnmulative dividends. Butj 
for that the .Act would have to bo amended. 

After the loan has been sanctioned, the Corporation aiTanges 
for periodical inspections. Such inspections are extremely 
valuable, for these wonld enable tbe Corporation to undertake 
sujwrvision of the end-use of the loan; that is to say, to see how 
far the amount obtained is Ijoing utilised for the purpose for 
which it is intended and lipw far the schedules of construction 
or expansion arc being conformed. But what is essential for 
this purpose is the establishment of a Liaison or Technical 
Tuvestigation Department on the lines of the British I. C. F. C. 
The technical staff of the Corjwration shonld be in close liaison 
with the borrowing concerns. It shonld not only carry on 
periodical investigations into the working of the concerns and 
give timely warnings to the Corporation whenever symptoms 
of danger are discerned but should also make available for 
customers the benefit of their expert advice. The abseuce of 
such a department is a grave lacuna and the Corporation should 
take immediate steps to build up the necessary staff for such a 
department. 
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The applications saiictiout?d relate to a wide variety of 
industries situated in different states of India. Ceramics and 
glass, electrical engineering, chemicals, textile machinery, cotton 
textiles, cement and metallurgical industry are found to have been 
the major recipients of aid. 

The following is the classification of total loans and advances 
(in lakhs of rupees) sanctioned by the Industrial Finance Corpora¬ 
tion of India iip to .Time 80, I95‘2.* 

Textile Machinery. —Machinery Manufacturers Corporation 
Ltd., 43; Machinery Mamifactui*ers Corjjoration Ltd., 7; 
Mahcndra Mills Ltd., 8; Maliendra Mills Ltd., 6. Total 64. 

Mechanical Enyincenny. —Kirloskar Oil Engines Ltd., 20; 
Jay Engineering Works Ltd., 20; Small Tools Manufacturing Co., 
of India Ltd., 2.5 ; Jyoli Ltd., 6.5; Mysore Kirloskar Ltd., 3; Jay 
Engineering Works Ltd., 16. Total 68. 

Electrical Enyinecrintj. —National Electrical Industries Ltd., 
10; Standard Batteries Ltd., 20; Calcutta Electrical Manufactur¬ 
ing Co., Ltd., 8; Bengal Electric Lamp Works Ltd., 11 ; Bharat 
Bijlce Ltd., 2.5; Hindustan General Electrical Corporation Ltd., 
12; Solar-Batteries & Flashlights Ltd., 8.5; Solar Batteries & 
Flashlights Ltd., 6; Matehwel Electricals (India) Ltd., 12; 
Mysore Electrical Industries Lid., 4; Aluminium Industries Ltd., 
10.5; National Electrical Industries Ltd,, 10. Total 114.5. 

Cotton Textiles .—Orissa Textile Mills Ltd., 50; Surat Tex¬ 
tile Mills Ltd., 10; Lokmanya Mills Barsi Ltd., 8; Shri Vikram 
Cotton Mills TM., 10.5; Bvdgaon Cotton Mills Ltd., 10; Modi 
Spinning & Weaving Mills Co., Ltd., 30; Savatram Bamprasad 
Mills Co., Ltd., 10; Eayalaseema Mills Ltd., 4; Bengal Fine 
Spinning & Weaving Mills Ltd., 11; New Mancckchock Spinning 
& Wea.ving Co., Ltd., 10; Cauvery Spinning & Weaving Mills 
Ltd., 7.5; Dhakeshwari Cotton Mills Ltd., 20; Shrcc Sadul Tex¬ 
tiles, Ltd., 15; Shri Sadul Textiles Ltd., 5; Fulgaon Cotton 
Mills Ltd., 3.75. Total 204.75. 

Woollen Tcxlile/t. —Panipat Woollen A' General Mills Co., 
Ltd., 6; Oswal Woollen Mills Ltd., 3; Shree Digvijaya Woollen 
Mills Ltd,, 25; Panipat Woollen & General Mills Co., Ltd., 2. 
Total 35. 

Rayon Tndusini. —National Rayon Corporation Ltd., 60. 
Total 60. 


Ab laid on the table of the Honse of the Feopic. Piibliahed in the Statetman. 
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Chemicals. —Mettur Chemical & Industrial Coq)()ration Ltd., 
30; Hindustan Heavy Chemicals Ltd., 12.5; Hindustan Heavy 
Chemicals Ltd., 2.5 ; Hindustan Chemical Works Ltd., 4; Bharat 
Starch & Chemicals Ltd., 10; Hind Chemicals Ltd., 4; 
Dhrangadhra Chemical Works Ltd., 25; Dhrangadhra Chemical 
Works litd., 40; Asia Chemicals Ltd., 0.5; Asst>ciatcd Pigments 
Ltd., 7.5; fertilisers & Cliemicals (I'liiViincorol Ltd., 50. 
Total 186. 

Cement. —India Cements Ltd., 40; Slirec' Digvijav Cement 
Co., Ltd., 50. Total 00. 

Ceramics and Glass. —Bengal Potteries l.td., 20; Sodeporc 
Glass Works Ltd., 7 ; Ogalc Glass Works T^td., 20; Uiadusthan 
National Glass Mamifaeliiriiig Co., TAd., 11 ; 'I’ravancore Ogale 
Glass Manulaetiiring Co., Ltd., 5 : Mysore Glass I'e Enamel Works 
Tjtd., 3 ; Central Potteries TAd., 0. Total 110. 

Oil Mills. —Punjal) Vauaspati & Gil Mills Lid., 1.7.5; 
Punjab Vanaspati & Oil Mills Ltd., 0.75. Total 119. 

Electric Potrer .—Purnlia Electric Sii))]ily (k)r|)oration Ltd., 
3; Cuttack Elexjtric Supply Co., Ltd., 9; Mn/,affar])ore Electric 
Supply Co., litd., 5.5. Total 17.5. 

MctaUnrqical Jndustrn {Non-Fermus Mrtnls)-, Kainani 
Metals & Alloys Ltd., 30; SancHiuip Ltd,, 5. 'I’otal 35. 

Iron tf; Steel (Liylit Enyinecrinfi). —Crescent Iron & Steel 
Corp. Ltd., 5 ; Tatanagar Foundry Co., Ltd., 12.5 ; Mukand Iron 
& Steel Works Ltd., 25; Mukand Iron & Steel Works Ltd., 8. 
Total 50.5. 

Aluminium. —Aluminium Corporation of India lihl,, 50. 
Total 50. 

Sugar Industrii. — Bagaitdar Co-operative Sugar Producers’ 
Society Ltd., 20; Nizam Sugar Factory lAd., 40; Saswan Mali 
Sugar Factory lAiL, 20; Leccan Sugar A Abkhari Co., Ltd., 35. 
Total 115. 

Mining. —Metal Corporation of India Ijtd., 30. Tot.al 30. 
Paper Industry. —^Hand Made Paper Ltd., 3 ; Arvind Boards 
& Paper Products Ltd,, 9; Mysore Paper Mills Ltd,, 50; Paper 
& Pulp Conversions Ltd., 12. Total 74. 

Automobile, ,i' Tractor Industry.—Prcm’wr Automobiles Ltd., 
50. Total 50. 

Unclassified. —^Link Industries Ltd., 5; Great Eastern 
Electroplaters Ltd,, 3,5; Great Eastern Electroplaters Ltd., 0.7 ; 
Uberoi Ltd., 3; Shangrilla Food Products Ltd., 10; Gwalior 

6»—17S0B. 
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Forest Products Ltd., 3.5; Suedes & Leatherettes Ltd., 10; 
Swastik Rubber Products Ltd., 12. Total 47.7. 

Grand Total 14,03.45. 

A. State-wiwi classification of Loans and Advances sanctioned 
1)V till* Industrial Finance Corjioration is given below ’ :— 



l-’roiii iBt .Tilly, 11)48 

From Ist July, 1961 


lo SOlh .Time, 11)51. 

to 30th June ,1952. 


No. of 

Auvoiiut 

No. of 

Amount 

Name of States. 

nppliciitions. 

sttni-tiom'il 

Bb. 

upplicntionB. 

sanrtioned. 

Bb. 

Bombuy 

21 

a.32,f)0,0()0 

H 

83,00,000 

Biluir 

4 

67,.W,000 

3 

15,00,000 

M artbT ii V rail 

2 

20,00,000 

2 

9,75,000 

Piinjub 

4 

20,00.000 

— 

.35,00,000 

Madnis 

5 

86,50,000 

1 

Oi'issu 

2 

59,00,0(K) 

— 

.50,(KM) 

U. V. 

8 

54,20,Of X) 

1 

Boiijisd 

10 

1,85,00.000 

{\ 

f>5,00.0(.)0 


1 

.•lO.OO.OiH) 

o 

2O,0t),(H«) 

SaiirasI ra 


I.OO.OO.OIK) 

.1 

40,(K).<KK) 

Madliyabharat 

1 

3,50,000 

— 

— 

Travancoro-Cochin 

— 

— 

3 

65,50,(X)0 

Mysore 

— 

— 

5 

71,00,000 

Hyderabad 

— 

— 

1 

40,00,(K)0 

Total 

()1 

9,58,20,000 

33 

4,45,25,000 


This classification does not disclose bow far industries owned 
and managed by the children of the soil in each state have 
been able to obtain the assistance of the P’inance Corporation. 
There is an undcr-cnnxait. of feeling that tlu! concerns under the 
management of the children of the soil in some states are 
being neglected. This is a charge which is likely to be levelled 
against any centrally administered institution; and in the 
context of the prevailing provincial jealousies it may assume 
an ugly fonn. The Corporation should do its utmost to dispel 
any siudi misgivings and act in a manner which will give no 
cause for such suspicions. A Centra^ Institution working 
through branches and agencies cannot be expected to possess a 
detailcjl. ^ciwk^dge oLlocid.condijiicuia..esp^ in., a vast country 
lil^e India and its usefulness is to thal-cxtent somewhat limited. 
This* is the reason why we formulated elsewhere the scheme of 
an .Ml-India Bond Issuing Institute with a number of Provincial 
Credit-granting bodies affiliated to it. 


1 Fflnrth Annual Report of the Industrial Finance Corporation, June, 1982. 




I’iUi IbibViS'l’lUM., I'lNAKCK iN\)lA t<iii 

4 ■ :«. - i 

TJie Cor|)oratioii slxouUl steer clear of aiiotlita- danger—tliut 
of ext endin g its assistance indiscriininately to indiii^triuJ couceiiia 
with which its directors or lludr friends arc closely associated. 
Under the Act tliere is no restriction iiyou the Corporation’s 
jwwer to assist the concerns in wliicli its directors an; directly or 
indirectly interested. The directors themselves ai'c not allowed 
to vote on ajiy niatktr (‘onccrniiig those itidustrial concerns in 
which they are so iuteiosted. ('onnnercial and so-called indus¬ 
trial l)aiikK ill the past came to griel in many instances owing 
to the indiscreet extension of assistance to the pet concerns of 
their directors and executive olliccrs. TTie Corporation must 
make every elfort to guard itself against this pitfall. The 
slightest imprudence in this respect would shatti'r public con¬ 
fidence in it. 

The importance of this point stressed hy the iiresent writer 
in the course of a Rotary Clul> talk vis early as March, 1951, can 
be well appreciated from the recent eoiitro\crsies which waged 
over the grant of loans liy the 1. J'\ C. in the Indian I’arlianiont. 
Serious allegations were maili* against the 1. F. C. that applications 
for loans were not consideicd in all cases on their merits but were 
sanctioned in some cases ai least because tbe directors or their 
friends and relatives uore interested in tlic respective concerns. 
Tlicre Avere several other cliarges of favouritism and nepotism; 
and there was a strong, insistent demand for divulging the names 
of the coneerns to Avhieli tlio Corporation had made loans and 
advances. As one menibi'i* of T’arliainent put it, “ the country 
wants to know Avliothcr there is favouritism or diseriniination in 
the dealings of the Corporation, and wlietber any body is utiliz¬ 
ing the Corporation to feather his own nest.” As the suspii^ions 
were very strong, the Finance Minister not only conceded to the 
demand for publishing tlic names uf the loanees hut also apiKiintcd 
an Enquiry Committee to investigate the charges made liy 
members of I’arliament against the ]'’inance Cor|K)ration.’ 

The disclosure of names of the borrowing conc^iiis is a 
departure from established British practice. The Chairman of 
the British F. C. I, has no doubt disclosed in a recent annual 
genera] meeting the names of some of the concerns whieli had 
received financial assistance from it! but this was done Ixicause 
the Corporation had substantial investments in them. Viscount 
Bnioe made it clear that it would he extreinelv undesir.ihle to 


' Btatcnienf. of the Finance Minister in Vuiliaiiioiif. Diceinhfr 17 , 
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4I8CU88 the affairs of the Finance Corporation’s clients and give 
letailed information with regard to the advances made to them 
\t a public meeting.^ It was for the clients themselves to provide 
^formation with regard to their own business; and it would be 
very embarrassing to them and damaging to the Pinance Corpora¬ 
tion, it the re was a deyi.atioji. from Ibis well recognized proeedurij. 
But our Pinance Minister took into account the doubts that had 
arisen in Parliament and the very strong desire ot its members 
to l)e furnished with the names of conoenis to wliicli loans had 
been given by an Institution enjoying govemment guarantoti. 
He felt that the refusal to disclost^ tlu; names, even though based 
on a healthy convention, would en^ate an entirely unjustified 
suspicion against the I. F. C. and the borrowing concerns which 
it was essential to dispel; and he laid on the table of the House 
a statement showing the nanies of individual concerns under each 
category of industry and the amount of loan sanctioned to each 
concern. It may be mentioned in this connection that the British 
practice of maintaining secrecy by a financial institution regard¬ 
ing the transactions with its clients has not been uniformly 
followed elsewhere. The Industrial Bank of Japan, the Natioi\al 
Rconomic Bank of Poland and in the present times, the Industrial 
Development Company of Puerto Rico and the International 
Bank for Reconstruction and Developmcmt have followed the 
practice of disclosing the names of their borrow'ers. The Provin¬ 
cial Governments in India hx) have always published the names 
of the industrial concenis Avhich liavc l)een assisted under the 
State-Aid to Industries Acts. 

As regards the other point, viz., the rnaking of loans to the 
concerns of its directors and their friends, an_ ..Ind iscrim inate 
extension of siudi loans would certainly Iw undesirable and would 
undermine public confidence in the Institution. But such an 
institution will inevitably have industrialists on its board who are 
found to be directly or indirectly interested in some industrial 
^oncems. In the circumstances the propriety of such loans 
^ould be tested by the criteria whether the favoured concerns are 
^^s sound as other concerns which have received financial assist- 
/'ance from the Corporation, and have not secured the loans on less 
. onerous^terms, and whether they can be said to enjoy priority in 
.'ithe natmnarplan of industrial development. 

’ Oiairiiian's ntalrnients at. the Sixth iind Seventh Annual General Meetini'B, 
1051 and 1952. 
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Ki’om the tahhss given ahovc, it will !«( found that there had 
l)een a steady doerease in the niiinher of applicatiojis for assist¬ 
ance ixiceivcd by tlie Corporation and in the amount of loans 
sanctioned during 1949-51. During 1951.-5*2 tiicre was no doubt 
a sliglit increase in the ninnher of ap))lieations and the amount 
sanctioned was niiich greater. But this has been, to a great 
extent, due to the (]uick(*i- disimsal of a{»])lications. The explana¬ 
tion offered by the Corjioration in its Third Annual Rej)ort that 
the number of a])pli(;ations had been d(;elining because of un¬ 
certainty of getting supplies of niachinery and raw material and 
larger recpiirements of working capital is not wholly coiTcct.' 
The reduction in the number of a])plicalions is due to the fact 
that the methods of linancing adopted by the Corporation arc nx>t 
suited to the needs of the borrowing concerns. Tn many cases 
what they require is not merely loan capital but equity capital. 
In its Second .Annual llejKU't the Corporation frankly rccognist'd 
that industrial concerns raising tlu'ir capital in the form of 
borrowings rather than through share issues arc particularly 
bandicaj)ped.* Interest to be ])aid on the borrowings from the 
very day the loans arc taken and ]wovisions for amortisation are 
likely to strain the resources of the undertaking and add to its 
costa and thereby iin[)air its comjK'titive capacity. Borrowings 
can normally be repaid out of profits but profits may not be eariMul 
during the developmental stage which may be five, S('ven (tr ten 
years. It is rather curious tliat inspite of this admission the 
authorities of the Coriwration l)ave continued to follow the 
polifjy of providing simply loan capital and liave taken no steps 
to have the Act suitably amended so that the Corporation may 
provide equity capital as well. What most of tla; would-l)c 
customers require is not loan capital but risk »)i- equity capital. 
At the present moment when the industrial concerns are unable 
to obtain their i-oquirements from the capital market which has 
become stagnant, the Coiqwration should seriously consider the 
provision of ecpiity capital in some cases at least. What is 
urgently rexjuired for the rapid industrial rwonstriiction and 
development of our country is not the provision of mere loan 
capital but the provision of risk or entrepreneur capital. T do 
not think that industrialisation can he rapidly attained in India 


* Third Annual Heport. 

* Second Annual Report, p. 16. 
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without tliii pruviftion of risk or ofjnitv ciipitiil in niuiiy instaiiccn 
by the Central and titaic Jnduslrial Finance CorjHJivitions. The 
corporations arc not ooiunicrcial banks. Tlioy may be called 
capital banks and they Uiiist bo j)re[»ai'ed to take ij[j:eater.jdsks 
than ordinary banks if they want to assist in llie rapid industriali¬ 
sation of our country, especially at a time when private capital 
is not coming forward on a »‘aie (oimnensiirate with the needs of 
the country, 'riu; Report of the E. ('•. A. F. li. (Jommittec- on 
Tudustrv and Trade wliich Jield its session in Lahore on 15th 
February, 1951 in discussing the (’eylon Agricultural and Indus¬ 
trial Credit Corporation hiis mad»‘ it clear that in countries where 
private ca])ital is not coming forward for inveslnuait in industrial 
development luit where an accelerated rale of development is an 
urgent need, what is required is financial corporations not merely 
for providing loan capital to existing industries but for initiating, 
underwriting and partici])ating in new enterprises,—for furnisli- 
ing entrepreneur capital. The existing legal ban on the provision 
of equity capital to iiulustrial companies by tlie (.Vntral and State. 
Finance (’oriiorations lias considerably restricted tlieir scope and 
servici'ability. 

Curiously enough, altbougb the (.'oiquirations, Central ami 
StaU‘, have been prohibited from subscriliing to the sliare c,a\»ita! of 
industrial companies, lliey have licen aiitlioriscd to underwrite the 
issues of share capital iif such Companies. Ihiderwriling buKine-ss 
may In; more risky for the Cor|)oralions, In the pnxtess of under¬ 
writing they may 1 h! scaddled with an unpredictable and. an un¬ 
certain amount of shareholdings to Ix' disposed of under the law 
within a limited ])eriod irresjMXjtivo of tlic market conditions. 
ITie underwriting institution is ctmeerned only with the successful 
placing of the shares. Its interest ceases as soon as it is able 
to dispose of all the sliares it may have acquired on account of 
its underwriting commitments. \As such it can have no interest 
in the welfare of the indnstrial concern in question.'^ But if it 
had particijinted in the shar<? c.a])ita1 of an industry, it would have 
continued to take an active interost in its firogress and also would 
have a voice, in its management. Tt is not suggested for a 
moment that the I. F. C. and R. F. C.’s should adopt the policy 
of permanent participation. What is suggested is that they 
should follow the same ptdicy which flerman banks adopted with 
reference to German industries in the past. If the underwriting 
business is authorised, one cannot escape the logic of permitting 
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the Corjwrations to subHcril)e to llic sliiirc capital of such 
(Companies. If the Icj^al bar against tlie provision of equity 
capital continues, they shoubi be? logically cNcliulcd from under¬ 
writing business and should function as industrial mortgage 
banka. As a matter of fact (In? 1. J*’. ('•. s('onis h) bave got over 
this difficulty by making no underwriting commitments on the 
ground of apathetic conditions in the capital market. Tnspite 
of the much publicized variety of tinaneial o])erations it is 
authorised to undertake, it has been vodinally fnnelioning as an 
industrial mortgage bank. 

It is strange that though tiie (’orporations have been modelled 
on the lines of the Pirili^di b'. C. T. find T. ('. l'\ (’., they luck this 
very inpiortant feature of ihe Pritish iiistitntions. 'Hie Britisli 
Institutions as well as tin* (binadian Industrial Development 
Rank have been antborised to snbwribe to Ibe sliare capital of 
their industrial enstomers and have actually taken up preference 
and ordinary shares in industrial eompinies. The I. 0. F. C. 
Statements of Aeeonnts for 1.910-50, and 1050-5.1 and 1051.-53 
show (hat a very large [MTcenhige of i(s invi'sted funds consists 
of sbarelioldings in indiiKirial companies ' : - 
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11..'5 2878.0 
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1842.1 

7.8 2010.1 
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38.8% 37.1%, 

The pereentage of share holdings to total investments com¬ 
pares very favourably with the percenta^re of seoured loans to total 
investments, for the latter lias varied during the same period 
between 35.2% and 40.2%. In other words, the provision of 
risk or equity capital has lieen as important a line of its business 
as the provision of loan capital. Tn fhe Report for the year 

> Balance ShecU anA Statementa of Accoiinta, I. 0. B. 0. Ijtfl.. IMO-SO, 19S0-61, 
lOSl-63 and 11)52-53. 
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1949-50, the Chairman of the I.C.F.C. observes that the Cor¬ 
poration definitely regards the provision of risk capital as an 
imjKirtant part of its function. 

The British P.C.T. (Finance Corjioration for Industry, Ltd.), 
the bigger institution, lias provided not only loan capital but also 
risk capital. Tlie latter has bwn provided in the form of cash 
subscription to tlic paid up cajiital as well as in tlic form of con¬ 
version rights into prefei’t'iici' shari's or etpiities in the ventures 
to which it lias iiiadc advances. In the event of llie projects 
turning out successfully tlic conversion rights have ensured the 
F.C.I, a reasonable return for the risks it had to take. Such 
conversion rights taken in the Iron and Steel Companies, in a 
firm manufacturing diesel taigines and in another manufacturing 
chemical products from petroleum have proved to he valuable to 
the institution. 

The Indian Corporation’s policy of providing loan capital 
only against the mortgage of lixed assets has created serious 
diffiGulties for the borrowing concerns in raising their working 
cajiital from the commercial banks. In India industrial concerns 
whicli have borrowed against the pledge of their fixed assets 
would not be touched by bankers even though their quick assets 
were free. The T.F.C-. has admitted that some of their indus¬ 
trial customers have actually encountered ditriculties in obtaining 
advances from banks against floating assets for working capita] 
purposes. The I.F.C. further admits that contrary to its avowed 
purpose, it baa been obliged to belp its industrial clients by pro¬ 
viding working capital ns well.’ The Chairman of the I.F.C. 
(Sir Sri Bam) in his address at the last annual meeting (August, 
1952) also revealed that the Corjioration had gone to the assis¬ 
tance of its customers in respect of working capital, though 
naturally it was outside the scope of its activities. The appro¬ 
priate arrangement in my opinion should have been the provi¬ 
sion of financial assistance partly in loans against the mortgage 
of fixed assets and partly in preference shares, leaving the rest 
of the fixed assets and the entire floating assets free for obtaining 
current finance from the banks. There have been frequent com¬ 
plaints on the part of applicants that there is considerable delay 
in the sanctioning of the loans by the Corporation. The Cor¬ 
poration has admitted that in some cases it takes a long time 
before the loans could be sanctioned.* It has pleaded that the 


> Third Annual Iteport, p. 4. 


* Ibid., p. 8. 
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delay is due to causes over which it has no control. Tint a great 
deal of the delay could have been avoided, if the Corporation had 
its own Technical Investigation Department. I’he British Cor¬ 
porations are equipped with such (le])arlments for the scrutiny of 
the applications for assistance as well as for providing technical 
advice. But our I.P.C. has to dej^end uiK)n various government 
departments in different Ministries, such as those of Commerce 
and Industry, Works, Production and Supply, and even upon 
technical experts of private firms. Considerable time may be 
wasted by the movements of files among various government 
departments which are alrcAvdy overworked. We arc not sug¬ 
gesting for a moment that an olahorate technical staff bo created 
at once. What wo an; suggesting is the building up of a nucleus 
staff to be expanded later on as occasion arises. The apjkunt- 
ment of a Consulting Mngineor was promised long ago, but we 
arc not aware if this appointment even has been njade. It is, 
however, a matter of som<? satishiction that loans have been 
granted a little more expeditiously this year. 

The Corporation has not on its staff a single economist, 
although its British models have engagwl the services of 
economists from the veiy beginning to .advise and conduct 
economic research. Both the British P. C. I. and I. C. P. C. 
have written to us to say how they are utilising the sendees of 
economists on their staff not only in the matter of having the 
applications examined from an economic angle hut also with 
regard to the carrying on of valuable research in various matters 
vital to their successful functioning.’ It is high time that the 
Indian Institution should engage an Economic Adviser or a 
Director of Economic Besearch and cre.ale an Economic Intelli¬ 
gence Section. 

The Cor])oration has follow-od the policy of assisting a number 
of concerns which could have easily obt.ained tbeir requirements 
from the ordinary cbannels. Tbe Corporation is intended to 
provide financial assistance to industrial concerns where normal 
banking accommodation is inappropriate or recourse to capital 
methods is impracticable. By assisting industrial concerns 
which could have made a recourse to the norm.al capital methods, 
the Corporation has deprived many others wdio faissibly satisfied 
this criterion much better. 

* lictterfl to tho writer from the anthoriticR of the T. C. P. 0. nnd F. C, I., dnteit 
5th January and 15t.h March. 1949. 

6ft-1789 B. 
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The I. F. C. is not a bank and should not be staiTed entirely 
by commercial bankers. A capital bank like the I.F.C. requires 
personnel not inhibited by orthodox banking traditions. The 
staffing of capital banks by commercial bankers would be a serious 
mistake and would defeat the very pur|)ose for which such institu¬ 
tions are established. 

Such aid as the Corporation has been able to extend to our 
industries has been meagre compared to the enonnous need of 
capital for the modernisation, extension and diversification of 
the country’s industries. The Chairman in his address at the 
last Annual Meeting, admitted the force of this criticism but 
contended that its functions in this respect were akin to those of 
the International Bank—^that its main interest was the provision 
of loan capital rather than risk capital and that it was designed 
to supplement and not supplant tlie capital market. While 
admitting that the Corporation should proceed with caution, skill 
and wisdom, it must be pointed out that it clearly lacks the 
vision, imagination and boldness which characterise the policies 
of its British prototype, the Finance Corporation for Industry 
Ltd. A perusal of the statement of the Chairman, Viscount 
Bruce, at the recent Annual Meetings of the F.C.I. clearly 
brings out the contrast between the Indian Institution and its 
British counterpart. The F.C.I. in eaiTving out its task—vi/. 
assisting by providing the necessary finance in the creation of new 
enterprises and the expansion and modernisation of existing ones 
which contribute to the advancement of the national ec.onomy— 
has interpreted its charter in the most liberal manner and has 
provided loan finance as well as ordinary capital and has not 
hesitated to assist enterprises whose activities extend beyond tlv' 
United Kingdom. The investments by the F.C.I. in F. Perkins 
Ltd. of Petersburgb, a firm of diesel engine manufacturers, in 
Petro Chemicals Ltd., in the Steel Company of Wales and in 
the Ultramar, a VenezuHan project for Britain, are notable 
instances in point. 

Sir Sri Bam has compared his Institute to the International 
Bank but the authorities of that Institution are now fully conscious 
of the limitations inherent in its power to provide loan capital 
only. For the industrial development of backward and un¬ 
developed countries what is required is the provision of equity 
capital and not merely loan finance. They arc therefore think¬ 
ing in terms of an International Finance Corporation working 
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side by side with the World Bunk which will do two things which 
the Bank does not do to-day—make equity investments and make 
loans for private enteri)rises without some form of governmental 
guarantee. The institutional gap exists and has to be filled up. 
Viscount Bruce has also spoken of the })ossibilities of a Common¬ 
wealth finance Corporatitm on some such lines for financing the 
economic development of Commonwealth countries. 

If the Government is at all unwilling to extend the scope of 
the I.F.G. by authorising it to provide equity capital, the 
government should at least bo pre])ared to confine the I.F.C. to 
function as an industrial mortgage bank to w’hich it has been 
virtually reduced and establish an Industrial Development Cor- 
})oration, to work side by side with the I.F.C., which will develop, 
foster and pioneer new induslidal projects and modernise and 
extend old ones and iniegriite such development into the Five Year 
Plan of tlu' country. Such types of Institutions are specially 
(allied for in backward and nndcTdcveloped countries and may help 
in the work of capital formation. In many underdeveloiied 
countries spetdally in some of the South American Republics, 
such Development Corporations have been functioning for several 
years now with great benefit to the countries. The National 
Industrial Financing Corporation of Mexico, the Industrial 
Development (’omyiany of T’noilo Itico and the Production Deve¬ 
lopment Corporation of Chile may Iw particularly mentioned in 
this connection. 

The National Financing Coiiioratinn of Mexico, first estab¬ 
lished in 1034, has been ri'organiscd from lime to time to cope 
with the difficulties of changing economic conditions. I'nder the 
Law' of December, 1040, it was given the following functions: 
to supervise and regulate the national securities and longterm 
loan market; to promote investment of capital in the organiza¬ 
tion and development of enterprises, to operate as a supporting 
agency for finance or investment companies in the granting of 
credits guaranteed by securities; to act as agent ami adviser of 
the Government. Again by a Laiv of Deccmlier, 1047, it was 
provided that the Corporation in carrying out its task of promot¬ 
ing industry could set up or strengthen cntcryirises of fundamental 
importance to the economy of the country, in order to make use 
of unused or insufficienlly used natural resources, discover better 
techniques for increasing the production of important sectors of 
the national industry, stimulate the production of exportable 
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goods, etc. In December, 1948, the Corporation by its invest¬ 
ments in securities and its credits assisted in the financing of 172 
industrial enterprises.' 

The Industrial Development t'ompany of Puerto Rico 
assisted industries in several ways, such as, by making direct in¬ 
vestments as well as by granting mortgage loans, working c.apital 
loans and leases. Between 1942-1945 direct investments in 
industries for its own account had predominated. After the war 
when there was greater opportunity for private investment, the 
Development Company switched on from direct establishment of 
industries to the Aid to Development of Industry Programme. 
Financial aid lias varied as to type, teiTOs and conditions. In 
some cases enterprises have obtained leases of properties that the 
Company built. In others the title of factories built by the 
Company has been transferred on the basis of niortgage loans. 
The length of the loans ranged from seven to thirty years and 
interest rates between 31% and 4-5%.* The Company main¬ 
tains research laboratories, economic services, labtnir relations 
advisers, legal services and engineering offices, and provides 
general commercial assistance.* 

In Cliile, where national savings are small and private enter¬ 
prise has not been able to make the necessary investments for 
the development of major industries, the Production Development 
Corporation has fulfilled an imiwrlant role by promoting basic 
industries such as electricity, sloe], oil and mining.* 


> Domestic Financing of Economie Deoelopment (t7.N.)i pp, 168-64. 

> Ibid., pp. 196-197. 

3 Ibid., Pi 900. 

« Ibid., pp. 96-98. 



CHAPTEB XVI 


State Einancjal Cokj’ouations—T tuiiR Kole in the 

Fjnancino ok Small, and Medium sj/ed Industkies*' 

The iiiduHtrial Finance Oonyoration of India was designed 
to cater principally * for tlie linancial needs ol large scale 
undertakings and to restrict its clientele to public litniied 
companies alone. But the smaller and nuuliuni sized industries 
have huanciaJ problems of their own. While inirodiicing the 
industrial Finance Corporution Hill in Baiiiament, the then 
Finance Minister Sir Shanmukiium Chetly, had expressed his 
concern for the liuauciul needs of such industries aiul promised to 
persuade the provinces to establish Finance Corporations for 
assisting the lyiies of industries which would be outside the 
purview of the Central Corporution. 

There arc peculiar risks involved in the linancing of 
medium and particularly of small sized business (■nterprises. 
The prospects of larger undertakings which are being iinanced 
by the I. F. C. can be more easily guaged; but in the case of the 
smaller concerns which will be financed by State Corporations, 
any appraisal of future prospects is unusually ditlicult. The 
success of such industrial concerns hinges on the ciliciency of 
one or a few persons. Ix)ugterm loans call for continuity of 
business; but as Mr. Kaplun rightly observes, small enterprise is 
as uncertain as the life and continuing capacity of the owners.* 
In the event of personal changes, continuity of cliicieiit 
management can hardly l)o guaranteed. Small euterprise.s have 
inadequate accounting and hardly any insight into their own 
financial position. Again, the cost of keeping track of small loans 
and investments in small business is pretty high. 

The financial requirements of such industries arc of three 
types (1) Short-term credit (2) Term loans and (3) Equity 
capital. The ordinary needs for short-tenn credit arise out of 
periodic building up of inventories of materials or of merchandise, 

I 

* The HiibstaDcc of this o}ia(ilcr was published in the form of two articles in 
the University Commerce Magazine, 1961 and in Indians Jndustrua Surrey, 1952. 

* Kapluijj. Small Business—Its place and problems p. 186. 
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payment of wages, current operating bills until payment has been 
obtaineti from sales etc. 'J'liis tNjX' of credit is usually funiisliotl 
by commercial banks. Term loans are demanded by tLo 
enteiprises cliiefly for the improvement or extension of plant, 
wachineiy and equipment, fur switching on to a new line and for 
increase of working capital for expanding operations of a longer 
maturity than is usually contemplated in ordinary banking 
praeliicc. In the I'.S.A. the Federal Keserve Banks and the 
Beconstruction Finance (lorporation have participated in term 
lending to small hiisiness. 'Perm loans of tlie maturity of one to 
five years or even longer have also been furnished in recent years 
by the American commercial banks. Most of these term loans 
are secured; the usual seciu'ities olTcrcd and accepted are 
machinery, plant and e(piipment and stu(‘ks and Imds. Beal 
estate has been rather inlmpient as a form of security. Among 
the various purjKises lor niiicii such iunds liave been Ixjrrovved, 
expansion, purchase of plant and machinery as well as working 
capital requirements figure jiredominantly.^ 

Equity capital includes original investment in the industrial 
concern and permanent additions to that investment for extension 
and modernisation. The capital for new small business is usually 
furnished by the owner-enterjn’iser and sometimes in addition by 
his friends and relations. Self-financing or what is known as 
the ploughing back of the profits into tiic business is frequently 
typical means of additions to caijital investments. The boundary 
line, however, between term loans and equity capital cannot be 
precisely defined. 

The problem of attracting outside risk capital for small and 
medium sized enterj)risc8 is specially great. Their requirements 
arc small and the difiiculties of marketing small issues through 
present channels are formidable. The expenses of flotation also 
are almost prohibitive. Eegistration, legal, accounting, 
engineering, printing and listing expenses of underwriting have 
to be incurred in the case of small as well as large undertakings. 
But the marketing of the security of a small, unknown industrial 
enterprise involves much more selling effort than that of a well- 
known large undertaking. In the TJ.S.A. studies have been made 
of the relative cost of floating the issues of small and larger 
concerns and invariably costs of issuing smaller amounts have 

* N. II. .Tacoby and B. Raulnior—Tcrm Lending to Business (National Bureau 
of Ecoiioiiiic Beaearch), pp. 47-49. 
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been found to be relatively greater than those, incurred for larger 
issues. Investigations in the TLS.A. also reveal that small 
issues could not be sold so easily and (quickly after the securities 
were registered as the; liirgcr issues of es(iil)lislu’(i eoiieenis.' 
The larger investment bankers whether in England or in the 
U.H.A. are not inclined to touch smaller issues at all. In the 
U.S.A. for stock flotations in iiinouuts of $100,000 or less regular 
channels of underwriting are not available. While such is the 
case with England and the U.S.A. the difliculties and costs v^f 
marketing the issues of smaller and medium sized industrial 
c-oncenis in India inns! he still nioiv lorinidalile. 

In India, apart from the virtual non-existence of issue 
houses and underwriting (irnis, sjH*cially such as would inlerest 
themselves in small issues, small and medium sized industries 
have been particularly handicap])cd hy the recent failure of a 
largo number of smaller hanks which had such industries as their 
clientele. Since the hanking crisis in Eengal, ini])ossihlo terms 
have; also been laid down hy tlio existing hfiiiks for the provision 
of working c.a}iilal to such industries.' 

The weight, of the evid?nce and opinion presented before 
the W(’.st Bengal State Finance (.'.orp«vration ronunittoo is that 
the need of small and middle sized industries for additional risk 
or equity capital as w(dl as scmi-fixcd cayiital or long-torai loans 
is real and definite. There are many sound concerns falling in 
this category which can make profitahlc iisi* of additional risk 
capital provided they cun get it on reasonahle terms, at least on 
the same terms on which big hiisincss secures its fixed capital. 
There are also many units which require long term loans for 7,10 
or 15 yearn for the purchase of new yilant and maebinerv, for the 
replacement of old and obsolete equipment, for extension of 
factory buildings and even for working capital for financing the 
increased turn-over. 

The promise of the Finance Minister at the time of 
introdncin.fr the T. F. 0, Bill that steps would be taken to persuade 
the provincial governments to start finance corywrations for small 
and medium industries has at last been implemenlod by the 
Government of India. A Bill, entitled the Sfntr. Financial 
Corporations Bill WHO, was intnidiiced into Parliament, with a 

^ Studies of the S. E. G. (Securities Exchange Commission) U. S. A.. June, 1939 
and May, 1940. 

* Evidences of Industrialists before the W. B. Stat(> Finance Corporation 
Committee. 
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view to provide for the establishment of State Financial 
Corporations. According to the statement of objects and reasons, 
the intention is that state coi'porntious will provide medium and 
long-term credit to small and middle si/ed industries which fall 
outside the purview of the Central Corporation. The legislation 
will be ]X5rmissiYe in character, the option to establish such 
corporations resting with State Governments. The Bill was 
passed into law in Octolier 1951. The S. F. G. Act is modelled 
more or leas closely on the lines of the original Industrial Finance 
Corporation Act, 1948. It is, therefore, exposed to the same 
criticisms that have been levelled against the Act of 1948. 
Moreover, the Act provides for a straight-jacket pattern for all 
Financial Corporations, established by the different State 
Governments irrespective of Ibe peculiar needs and economic 
conditions prevailing in the different States. 

The Act, though closely patterned after the I. P. C. Act, 
has made three im})ortant departures. Tn the first place, the 
definition of “ industrial concern ’* has been widened so as to 
include not simply public limited companies but also private 
limited companies, partnerships and proj)rietary concerns. 
State CorporatioTJs will have to deal with smaller sized concerns 
principally which are likely to be private limited companies, 
partnerships and even proprietary concerns. This is an 
improvement and is particularly gratifying to the present writer 
who had severely criticised the narrow scope of tbe Central 
Corporation in this respect. The second deviation relates to the 
provision in tbe present Act for pcjrrnitting tbe members of the 
public and even non-scbednled banks to subscribe tn tbe share 
capital of the State Corporations.’ Thus members of the public 
who have been debarred from subscribing to the share capital of 
the Central Institution can subscribe to the share capital of state 
corporations. The niimher of shares allocated to such parties 
has, however, l>een restricted to only 25% of the total number of 
sliares. 

The extension of this privilege to parties other than the 
State Government. Reserv'e Bank, Scheduled Banks, Insurance 
Companies etc., raises the (piestion whether State Finance 
Corporations sliould l)e permitted to make loans and advances to 
industrial concerns against the security of the Corporations’ own 
shares. The question was irrelevant in the case of the Industrial 


^ Sec. 4 (3) (d) parties other than those referred to in Clj (o), (h) and (o). 
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Finance Corporation itself, for its share capital could not he 
taken up by private persons or industrial companies. Now that 
the share capital of State Corporations can be held by the would- 
be borrowers of the Corporations, it is desirable that they should 
be debarred from accepting their own shares as security for the 
loans they may advance. Tjio pre ^t w Titer’s sugL nstion tliat 
the State Finance Corporations shall not grant anv loan or 
advance agai nst the security of their own shares was ac cep ted by 
^ itovcrnment and the original bill was amended a c cordingl y 
by adding a Sub-Section to Sw^tipa 28, * 

Tn tbe third place the State Finance Corporations have been 
authorised to give guarantees and make loans and advances for a 
period of not more than 20 velars as against the 25 years of the 
Central Corporation.* 

Sec. 2ft (b) of the Bill which coiTcsponds to Sec. 20 (b) of 
the original I. F. C. Act remains boAvever unchanged and prohibits 
the State Corporations to subscribe to the shares or stock of any 
company having limited liability. But as we have already 
argued, such a general ban on the provision of equity capital to 
industrial companies would be likely to restrict considerably the 
scope and serviceability of the corporations. State and Central, 
and prevent the financial assistance provided by them from being 
tailored to the requirements of each particular industrial customer. 

In the case of the State Corporations especially, it w’ill be 
verj' helpful if tbe. borrowers are 8)|K>nRored by their banks. 
Applications for assistance from industrial concerns should be 
submitted to the Corporation through their banks. The banks 
being in close touch with their industrial customers will be in a 
very good position to provide much valuable information to the 
S. F. C.’s regarding their creditworthiness, past debt records, 
sales, prospects etc. This information plus the regular banking 
facilities ])rovided by the bankers would be coupled with the long 
term financial facilities and technical advice and assistance 
furnished by the S. F. C’s and all together W'ill help the small 
enterprise through its turns of fortune. The sponsoring bank, if 
it likes, may also participate jointly wdth the S, F. C. in taking 
up shares or debentures of the concerns or in furnishing terra 
loans to them. But T can advocate long-term industrial financing 


Iietler to tho writer from the ITndor'Secrotaxy, Ministry of Finance, dated 
New Delhi, 16th November, 1961. 

■ Soc. 26, 8. P. C. Act, 1951. 

67—1789 B. 
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by coiiimeroinl banks only within veiy rcstriclerf limits and with 
great caution. I have discussed els<’Avhere in niy writings the 
dangers of an iiilerinixttire tif hanking fnnetioiis for a eountry like 
India.' 

In Madras an Industrial Investment Corporation was 
estahlislied in March, 1910. The authorised capital of the 
the (k)r|K)ration is Ks. 2 croros divided into 20,(MM) shares of 
Es. IjOtX) each. All the shares have heen issued. The 
Government of Madras have taken 10,200 shares (51%) and the 
balance is restricted to Scheduled banks, Insurance Companies, 
Investment Trusts, and Co-operative Banks. But only 778 
shares were subscribed by the latter grou}) till 30th June, 1950. 

The shares are guaranteed by the Government of Madras 
both as regards iwincipal and interest payment. The rate of 
minimum dividend lix(‘d for lh(? (irst 10 years is 3% per annum. 

The Corporation ordinarily lends up to a maximum of 
Rs. 10 lakhs and a minimum of Rs. 50,000. It has restricted 
its accommodation only to industries organised on a joint stock 
Jjasis and with a minimum paid up capital of Rs. 2 lakhs. An 
exception is made in the ease of private limited companies where 
no mininnim capital is prescribed. 

Tlio number of loan apjdications received during the period 
October 1940 to June 1950 was 25 for an amount of 
Rs. 1,05,60,800. Of these 4 loans were sanctioned for the total 
amount of Es. 13,70,000 by 30th June 1950 and Rs. 1,60,000 
had been drawn.* 

^ The C/or}X)ration has its own panel of engineers for valuing 
the buildings and machinery offered as security. The Corporation 
advances only upto 50% of the value of the fixed assets as 
estimated by the experts. The adequacy of the security is not, 
however, the only consideration; the soundness of the business 
proposition is also taken into account. The Corporation has its 
own staff of Accountants and Legal Advisers. 

The Coqxmition has fixed its rate of interest at GJ% p. a. 
subject to a rc'bate of 1 % for prompt payment of interest dues and 
instalment of principal. 

The primary function is to grant accommodation for the 
acquisition of fixed assets but under certain circumstances it 
provides loans for working capital also. 


' Rpe in,y Recent Banking Developments (Bovised Third Edition) 1961. 

* First Annual Report of the Madras Industrial Investment Corporation June, 19BO 
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Duriug tbu ixii'iiHl ut' the loan the divuleud declurcd by the 
borrowing comjmny has to he liniited to 0% on tlie paid up capital. 
The loans granted have a pei-iod of 12 to 15 years. The maximum 
period for loans has been lixed at 20 years. 

The borrowing i)owers of the Corporation are resti-ieted to 
live times the amount of its paid up capital and reserve. It can 
acce])L deposits repayalili* iilter the i‘.\])irv of not h'ss than 5 yeai’s 
(originally 10 years).' 

In the lirst year Jinieh husiue.ss was not done. Jhit there 
w'as no loss. '.I'he net proJit, as per balance sheet on June 30, 
1950, amounted to lis. 47,523-1-11. 

The experience of the Madras Corporation is that hanks 
and other institutional investors have not (x)me forward to tiike up 
its share capital to any very large extent. The evidence received 
by the West Bengal State Finance Corporation Committee on the 
point whether hanks would put their money in the shar(;s of the 
State Corjwration, if and wIkui established, has been of a 
cvailtvcting naluve. While some well-known bankers have 
unhesitatingly promised to contribute their cpiota to the share 
capital of such a Corporation, others have expressed their 
misgivings. When all the States come to establish Finance 
Corporations, it is debatable wbethcr banks w-ill be willing to 
invest so much of their resources in the capital of the Corix)rationB. 
There is no doubt that a great deal of j^eisuasion on the part of 
the State (lovernments will be re(]uired to induce the banks to 
subscribe to the share capital of tlie respective Corporations. 
And even then the State governments themselves will, in most 
cases, have to be prepared to take up the residue left over. 

Saurashtra set up in January 1950 by an ordinance an 
Industrial Finance Cori)oratiou which is expected to commence 
0|}cration8 very soon. Of an authoi’iseil capital of Its. 2 crores, 
60% would l)e issued, the State Government and State ow'ncd 
banks providing Rs. 51 lakhs and other financial institutions, 
the rest. It has been ollicially stated that the Bihai' Govern¬ 
ment has decided to set up a Finance Cuqx)ration for Bihar under 
the State Financial Corporations Act of 1951. The authorised 
share capital of the corporation will be Bs. 50 lakhs, the State 
Government contributing 20%; Reserve Bank of India, 30%; 
finaneial institutions, 25%; and private individuals, 25%. The 
Government of Bombay has also announeed its decision to 


* Amendment on 6. 8. 1050. 
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establish a similar coiiH)ration for tlie State, called tJie Buiiibay 
Finance Corporation. In West Bengal an Expert Committee 
appointed by the State (jioveriiment has already recommended 
the establishment of a State Finance Corporation. According to 
the Committee, the authorised capital of the Corporation should 
))e Its. 2 crorcK and the issued and paid up cajntiil Its. I crore 
divided into J,0t),0()0 ordinary shares of Its. 1.00 each. The 
question of providing risk capital by subscribing to tlie shares 
of industrial companies was also carefully considered by the 
Committee. The force of arguments in favour of the provision 
of risk capitiil was rec^ognised by the Comniittee and it concluded 
that at a later stage when the Corporatioji had gathered sufficient 
experience, the question of capital advance in the shape of share 
capital would have to be seriously considered. In the meantime 
to afford some relief to the industrial customers who have to 
start work with an initial burden of interest charge, the schedule 
of repayments should be fixed in such a manner that payments 
of interest and principal may b('>giu after a sjxicificd period 
according to the developmental vc(juireraents of the particular 
concern.^ It is to be regretted that the (rovernment of West 
Bengal had so long placed the recommendations of the. Committee 
into cold storage. It has only just taken steps to establish a 
Finance Corporation in the State. 

In conclusion, it must be emphasised that the establishment 
of a Technical Investigation or Liaison Department and of an 
Economic Intelligence Section under the direction of an 
Economist is of very great importance for the successful working 
of the State Finance Corporations. The entire absence of 
economists from the staff of the Central Corporation and its lack 
of a nucleus technical staff are two of the gravest lacunae in its 
organization and should not be allowed to grow in the case of the 
S. F. C.’s. The smaller industrial concerns which will 1 k) the 
principal customers of these corporations will be in particular 
need of research, economic and technical, and engineering and 
related facilities for advice and counselling. 


' Beport of the West Bengal GoTernment Industrial Finance Corporation 
Committee, pp# 69-64. 
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